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Under the provisions of the Inspector General Act of 1978, Public Law 95-452, as amended, we report twice
yearly to the Congress on the activities of the Office of 1nspector General. We describe the major problems, abuses,
and deficienciesidentified during audits, inspections, and investigations, along with our recommendationsfor
correctiveaction.

Requestsfor thisdocument, in thisform or in an aternative format to meet the needs of personswith
disabilities, should be addressed to Office of Inspector General, U.S. Department of Commerce, Room 7099C
HCHB, 14th & Constitution Ave., NW, Washington, DC 20230. Telephone requesters can call (202) 482-0231
or TDD (202) 482-5897.

Anéelectronic version of thisreport, along with all performance audit and inspection reportsissued during the
semiannual period, can be obtained viathe Ol G’ sInternet Home Page at http://www.oig.doc.gov/reports.
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Message for the Secretary

April 30, 1998

The Honorable William M. Daley
Secretary of Commerce
Washington, DC 20230

Mr. Secretary:

This report provides a comprehensive overview of Office of Inspector General activities for thefirst half of
fiscal year 1998. Section 5 of the Inspector General Act requires that you transmit this report, with any comments
you may wish to add, to the appropriate congressional committees within 30 days.

In December 1997, Francis D. DeGeorge retired after many years of dedicated service as Inspector General.
Mr. DeGeorge came to Commerce as the Department’s first Deputy Inspector General in June 1982 and was sworn
in as Inspector General on April 18, 1988. The OIG extends its appreciation to Mr. DeGeorge for his commitment
to promoting economy and efficiency in the Department of Commerce.

Since January 1998, when | became the Acting Inspector General, our office has reemphasized and devoted
significant additional resources to our ongoing reviews of the Department’s major management issues, such as the
2000 decennial census and financial management. We have also undertaken several new initiatives. Two of these
initiatives are focused on cross-cutting issues within the Department. Oneinvolves areview of the use of memoran-
dums of understanding and interagency agreements to assess the relevance of projects done under these agreements
to Commerce's goals and objectives, as well as the effectiveness and efficiency of the processes for undertaking
such projects. A second initiative involves a review of all Commerce financial assistance programs to assess
whether funding decisions for discretionary awards are being made properly, in accordance with statutory and
administrative criteria.

| am excited by the opportunities and challenges | face as Acting Inspector General. My primary goal isto
ensure an independent, impartial, and accurate assessment of the most important issues confronting the Department.

Sincerdly,

Johnnie E. Frazier
Acting Inspector General
Enclosure
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Message for the Congress

FOREWORD

This year marks the 20" anniversary of the Inspector General Act. It seems an appropriate timefor us not only
to reflect on our accomplishments but also to examine our current activities to ensure that we are still meeting the
Act’s mandate to provide leadership and coordination and make objective recommendations for reducing waste,
fraud, and abuse, and promoting economy, efficiency, and effectiveness in Commerce programs and operations.

Consistent with the IG Act, early on the Commerce OIG embraced the concept of “up-front” auditing and other
mechanisms to better “ prevent” problems. Rather than solely waiting until projects are completed, much of our
work is conducted while projects are still underway, so that potential problems can be identified and corrections
made before schedules have slipped and considerable funds have been expended. We have, for example, operated a
highly successful inspections and program evaluations program, which has enabled us to meet the need for timely
feedback to program managers on a wide range of issues. In addition, recognizing the need for effective OIG
oversight of the Department’s many mission-critical systems, we established an Office of Systems Evaluation,
which focuses exclusively on information systems and technology issues.

During this semiannual period, our work has continued to emphasize those programs and activities that we
believe offer the greatest potential for improvements and cost savings. For example, we issued reports on the 2000
Census Master Address File, PTO’s space consolidation project, the National Marine Fisheries Service laboratory
structure, and the financial statements of each Commerce operating unit. We also continued to work closdy with
senior departmental and bureau officials in monitoring NOAA's efforts to modernize and restructure the National
Weather Service and to explore private sector alternatives to owning and operating an in-house fleet of ships.

During the next six months, our work will increasingly focus on such major initiatives as the 2000 decennial
census, the Year 2000 computer problem, and the Department’s efforts to achieve its goal of an unqualified audit
opinion on the Commerce FY 1999 consolidated financial statements.

We look forward to continuing to provide the Department and the Congress with independent, timdy analyses to
support decision-making.

Johnnie E. Frazier
Acting Inspector General
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Message for the Congress

MAJOR AREAS OF CONCERN

This section highlights what we consider to be the major areas of
concern for the Department. By addressing these areas, the Department
and the Congress can improve program management, eliminate serious
operational problems, decrease vulnerability to fraud and waste, and
achieve significant cost savings.

2000 Decennial Census

In our November 1995 report on the Census Bureau’s readiness for
the 2000 decennial census and in our subsequent work, we have encour-
aged the bureau to prioritize, assess, and simplify the major components of
the 2000 decennial census design to reduce risks. In December 1997, at
the request of Senate Commerce Committee Chairman John McCain, we
provided the Committee with an analysis of key decennial census mile-
stones and their associated risks for its use in monitoring the bureau’s
progress in planning for the decennial census (see page 23).

We expressed concern that the bureau’s fundamental problem is that it
simply may not have enough time to plan and implement a design that
achieves the bureau’s dual goals of containing cost and increasing accu-
racy. We concluded that as a result of its lack of time to complete various
aspects of the design, the bureau may have to request additional funding,
reprogram funds, or experience quality shortfalls. We suggested that the
bureau immediately (1) prioritize and assess the readiness of its major
design components, (2) simplify the design, (3) realistically reassess costs,
(4) communicate results both internally and externally, and (5) redirect the
dress rehearsal accordingly.

However, it is apparent that the design process has been complicated,
rather than simplified, by the “dual-track” agreement with the Congress,
which requires the bureau to plan for both a sampling and a non-sampling
census. And there is an additional burden placed on staff resources in
order to plan for both alternatives. Calendar year 1998 is a critical time in
Census 2000 preparations. The bureau will be implementing and evaluating
the dress rehearsal and finalizing plans for 2000. These preparations
require continued support from staff assigned to these tasks.

Since our 1995 report, we have issued four reports related to decennial
census planing. Our July 1996 report on the acquisition of a data capture
system for the 2000 census found that the bureau’s planned approach of
selecting two contractors to design and test prototype systems was not
justified and, due to the relatively short development time frames allowed,
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Message for the Congress

would add risk to the program (see September 1996 issue, page 27). We
recommended that the bureau select a single contractor and work with it to
develop the data capture system. The bureau agreed with our recommen-
dation and awarded a single development contract in March 1997.

In our September 1997 report on the expanded targeted questionnaire
program, we recommended that the bureau reevaluate the effectiveness of
the various elements of the program and make changes as necessary (see
September 1997 issue, page 24). We found that test results indicated that
the current targeted questionnaire program was not likely to substantially
improve coverage for hard-to-count populations, but that the bureau was
continuing to pursue the program as a means of promoting local partner-
ships. To contain costs and promote a more accurate decennial, we
recommended that the bureau define the targeted questionnaire program
with regard to cost, schedule, performance, and public perception. Further,
we recommended that the bureau discuss program details and justification
with local partners as soon as possible.

In November 1997, we issued an inspection report on the bureau’s
headquarters information processing systems for the 2000 decennial
census (see page 26). During the decennial, data must be processed within
severe time constraints, and statistical results must be correct. We found
that the bureau was using an ad hoc software development process that did
not provide adequate controls, testing, or documentation. Census manage-
ment has agreed with our findings and has moved to implement our rec-
ommendation that it strengthen its procedures for software development.

In March 1998, we issued a report on the 2000 Census Master
Address File (MAF) building program (see page 24). Our review focused
on the results of the bureau’s July 1997 assessment of the MAF-building
program, which centered on partnerships with the U.S. Postal Service and
local governments. Finding that the program was complex, risky, and could
not provide an adequate final product, the bureau concluded that a 1990-
style, 100-percent field canvass is essential.

Despite these conclusions and the associated need for an additional
$108.7 million to fund the canvass and other redesign improvements, the
bureau developed performance measures related to the percentage of local
governments that participate in MAF building. These patrticipation
measures appeared to be on an equal footing with quality measures. This
emphasis on participation rates was troubling because evidence suggests
that, on balance, unverified local lists add more error than they correct.
Unless the emphasis on local participation is focused on quality concerns,
it could either further increase cost and complexity or decrease MAF
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Message for the Congress

accuracy. Our report made recommendations for addressing these issues.
The Census Bureau generally agreed with our conclusions and
recommendations.

In recent months we have developed an oversight strategy that will
provide broad coverage of the remaining risks related to Census 2000
planning. For example, we plan to monitor the bureau’s dress rehearsal
operations at each of the three sites—Sacramento, California; Columbia,
South Carolina; and the Menominee Indian Reservation in Wisconsin.

We also plan to evaluate the bureau’s approach to matching and
unduplicating census responses. Moreover, we will assess the bureau’s
procedures for local updates to the MAF; review the bureau’s contracting
strategy for printing the forms to be used in the decennial, as well as other
procurementissues; and evaluate selected information systems.

NOAA Fleet and NOAA Corps

The Commerce legislative proposal and transition plan for eliminating
the NOAA Corps has gone to the Congress, where no further action has
been taken. We continue to believe that the transition plan for the Corps
should be implemented by (1) retiring all officers with at least 15 years of
service, (2) identifying the most critical positions in the line offices and
support activities and filling as many as possible with non-retiring officers,
(3) determining which of the critical positions cannot be filled immediately
by such officers, and (4) hiring qualified temporary personnel for such
positions until these officers can be trained. This process will provide fair
treatment for all officers, minimize disruptions in essential services, and
allow NOAA greater flexibility in increasing its use of outsourcing options
for ship- and aircraft-related activities.

We also continue to believe that NOAA should not be in the business
of designing, owning, maintaining, and operating ships. Instead, NOAA
should clearly articulate its programs’ requirements for ship-based services
to the private sector, academia, and other government ship operators that
can provide more cost-effective and modern research vessels.

We are currently completing an audit to determine whether
outsourcing is a more cost-effective alternative than in-house operation in
meeting NOAA's aircraft requirements. Our review has focused on the
bureau’s light aircraft and helicopters, excluding aircraft that possess
unique capabilities related to hurricane research. We expect to issue a final
report during the next semiannual period.
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PTO Management and Program Issues

As the Congress continues to consider legislation to establish PTO as a
performance-based organization, we have concerns about many aspects of
the agency’s current operations that could affect its ability to function in
that role. The patent application backlog is growing, and productivity is
static. This past year, patent pendency exceeded 20 months for the first
time in nine years, apparently because of such factors as the decreased
time examiners spend on patent examination and the increased complexity
of patent applications (see page 58).

In addition, PTO’s heavy investments in automation and business
process reengineering have not led to significant productivity
improvements. The Patent Application Management system, now called
Electronic Patent Application Processing, is one of the few components of
the Automated Patent System (APS) plan that is expected to improve
productivity. However, the concept of electronic processing has been on
the drawing board for more than 15 years, has been repeatedly postponed,
and is now not scheduled to be fully deployed until the year 2003. We
have recently begun an evaluation of PTO’s progress in planning and
implementing this component.

In February 1997, PTO replaced its long-standing principal systems
contract for APS with a new systems development and maintenance
contract, which was awarded to two contractors in an effort to improve
their performance by maintaining ongoing competition for specific tasks. In
December 1997, we issued an inspection report on the progress of PTO’s
transition to the new contractors (see page 55). We found that although
progress had been made, the transition had not been receiving the attention
it required and that PTO needed to take full advantage of the period of
overlap between the old and new contractors. PTO accepted our
recommendation to extend the old contract by three months, giving the
original contractor more time to transfer information to the new
contractors. PTO also agreed to quickly finish developing configuration
management procedures so that the new contractors would be able to
access and manipulate application software in an efficient, orderly fashion.

In addition, PTO is involved in a more than $1 billion project, along
with the General Services Administration (GSA), to consolidate the
bureau’s facilities and operations and accommodate space expansion needs
in a 2 million-square-foot facility. This project is expected to be one of the
largest real estate ventures that the federal government will undertake in
the next decade.
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The basic procurement strategy is sound, and PTO and GSA are
performing adequately to complete the effort. Nonetheless, we are
concerned that PTO has not finalized its space requirements for the new
facility or completed some of the critical milestones, which may delay the
project and expose the government to increased cost risk. We have also
recommended that the bureau apply a contractual ceiling to its “build-out”
costs associated with the internal design of the proposed facility and
incorporate any beneficial effects of its reengineering and automation
initiatives in finalizing its space requirements. Finally, we believe that PTO
needs to complete a written interagency agreement with GSA to define the
critical rights and obligations of each agency and allocate the underlying
project risk between them (see page 54).

NWS Modernization

The FY 1998 Appropriations Bill (Public Law 105-119) required the
Secretary of Commerce to certify that the Advanced Weather Interactive
Processing System (AWIPS) could be completed within the funding cap of
$550 million before FY 1998 funds for the project could be spent.

AWIPS, the key integrating element of NWS’s $4.5 billion modernization
program, processes meteorological data and distributes it to NWS facilities.
On March 30, 1998, the Secretary made this certification in a letter to the
Congress, which included a discussion of changes being made to the
program in order to contain costs within the cap. Previously, the program
was to deliver all of the capabilities needed to replace existing, outdated
information processing systems and reduce staffing at NWS field offices to
target levels. Because of cost and schedule overruns, however, the
advanced forecast preparation capabilities cannot be delivered within the
cap, resulting in a smaller-than-planned reduction in staffing.

With certification completed, NOAA requested and in mid-April
received approval from the Secretary to proceed with nationwide
deployment of AWIPS. This acquisition milestone is known as Key
Decision Point-4 (KDP-4). KDP-4, the last Secretarial decision point for
this program, signifies the Department’s confidence that the system has
reached a level of maturity, stability, and supportability sufficient to
commit program funds for hardware procurement.

Based on our analysis, evaluation, and hands-on testing of AWIPS
during the System Acceptance Test and the Operational Test and
Evaluation conducted last fall, and our review of the AWIPS Program
Management Plan, we concluded that NOAA needed to address several
important technical and management problems before KDP-4. These
issues include the quality of system testing, the instability of the system,
the need to redesign and reimplement certain software and hardware
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components, the problematic performance of the facility for centrally
controlling AWIPS systems in the field, and the incomplete development
schedule and budget estimate to finish AWIPS.

Since the time of our review, some steps have been taken to improve
the central control facility, although issues remain. However, NOAA has
focused primarily on AWIPS cost issues and a management realignment,
giving less attention to technical issues. Nonetheless, the request for the
recent KDP-4 decision does acknowledge the technical issues that remain
and expresses a commitment to dealing with them. We will continue to
monitor the progress of this important program.

Financial and Administrative Management

In the following sections, we discuss a number of critical areas related
to the Department’s financial and administrative management. Among
these are the Department’s efforts to address the year 2000 (Y2K) com-
puter problem, to overcome schedule delays and rising costs in imple-
menting the critically important Commerce Administrative Management
System (CAMS), to work with the bureaus in continuing to improve their
financial statements, and to implement the financial management and
performance reporting requirements of the Federal Financial Management
Improvement Act and the Government Performance and Results Act.

Year 2000 Computer Problem

In February 1998, based on information provided by individual
Commerce bureaus, the Department reported that 298 out of 470 mission-
critical computer applications are already year 2000 compliant, that all
bureaus will meet the March 1999 deadline for full compliance, and that
no system has fallen behind schedule by two months or more. However,
the Department has not performed work to verify the accuracy of the
information supplied by the bureaus. Until such work is performed, the
Department will not have assurance that it is receiving and reporting
accurate information.

Converted systems must undergo comprehensive testing procedures to
ascertain their compliance. We believe that software testing tools and
expert help must be available to support and accelerate the conversion
process. The Department must monitor and assist the bureaus as much as
possible, and help them perform verification and validation of converted
systems.

More specifically, the Department must assist the bureaus in
developing cross-project standards for consistency of measures, resource
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identification, and reporting; work with the bureaus to prioritize and
determine levels of effort for critical projects and then assess resource
shortages; and procure Y2K conversion and testing tools for the bureaus to
use. The Department must also develop contingency plans for major
systems, including those believed to be compliant. Failure to take these
actions could result in widespread system failures and risk potentially
undermining Commerce’s ability to conduct business. We will continue to
monitor and assess the Department’s progress in converting its systems to
be Y2K compliant.

Commerce Administrative Management System

The Department is looking to CAMS to provide an effective internal
control environment that meets the CFO Act’s requirement for a single
integrated financial management system. Despite noteworthy progress, the
Department continues to face significant challenges and experience consid-
erable delays in deploying CAMS. Due to schedule delays and rising costs,
the Department has revised its strategic plan and approach to CAMS
implementation. Resources are now focused on completing a pilot project
at the Census Bureau to assess the system’s viability before implementing
it at three other bureaus, as previously planned.

Census is on schedule to complete the pilot by the end of June 1998,
and CAMS should provide it with an updated accounting system to
support the 2000 decennial census. However, given the long history of
increased costs, extended deadlines, and diminished time frames to
implement CAMS Department-wide, we continue to have concerns. Any
delays will most likely extend CAMS deployment dates for bureaus other
than Census into 2000. Clearly, CAMS needs close, top-level
departmental oversight.

Financial Statements Audits

During this semiannual period, the Department prepared its second
consolidated financial statements, on which the OIG disclaimed an opinion
(see page 68). We also issued an individual audit report for each bureau.
Our audits revealed that the Department has strengthened its financial
management, with six bureaus receiving improved audit opinions. In
addition, the overall number of audit findings has decreased in recent
years. Although much remains to be done, we congratulate the Department
for its commitment to improving its financial management, and encourage
it to continue working toward the Secretary’s goal of an unqualified audit
opinion on the Commerce FY 1999 consolidated statements.
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For FY 1997 statements, unqualified opinions were received by BEA/
ESA, MBDA, NIST, NTIA, PTO, TA, the Department’s Working Capital
Fund, and the Department’s Salaries and Expenses Fund. BXA, Census,
and NTIS received unqualified opinions on their balance sheets with
disclaimers on their income statements. EDA and NOAA received qualified
opinions on their balance sheets with disclaimers on their income
statements. Disclaimers of opinion were received by the Department’s
Franchise Fund and ITA (for details, see page 66 and the individual bureau
sections). For definitions of some of the terms used in financial statements
audits, see page 94.

Federal Financial Management Improvement Act

Compliance with applicable laws and regulations is the responsibility of
the Department’'s management. As part of obtaining reasonable assurance
about whether the financial statements are free of material misstatements,
the individual bureaus were tested for compliance with certain provisions
of laws and regulations, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts, and
certain other OMB-designated laws and regulations, including the require-
ments of the Federal Financial Management Improvement Act of 1996.

Under the act, we are required to report on whether the Department’s
financial management systems substantially comply with federal require-
ments, applicable accounting standards, and the U.S. Standard General
Ledger at the transaction level. To meet this requirement, we performed
tests of compliance using the act’s implementation guidance, issued by
OMB in September 1997.

The Department was not in substantial compliance with all of the act’s
requirements. Specifically, as indicated in8seretary's Annual Statement
and Report - Federal Managers’ Financial Integrity Adated December
31, 1997, the Department is not in compliance with central agency
requirements for a single, integrated financial system. Additionally, our
report on internal control structure that was included in the Department’s
Consolidated Financial Statements identified 10 reportable conditions, of
which 7 were material weaknesses related to the Department’s and its
bureaus’ internal controls. As a result, the Department and bureaus were
not in compliance with the guidance issued by the Federal Accounting
Standards Advisory Board. Finally, BXA, ITA, and NOAA, representing
approximately 60 percent of the Department’s operations, did not record
transactions at the Standard General Ledger level. These bureaus were
unable to adequately perform a crosswalk between the general ledger and
the financial statements.
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Government Performance and Results Act

The Government Performance and Results Act of 1993 requires that
the Department maintain a strategic plan, prepare annual performance
plans, and prepare performance reports comparing results with target levels
of performance. The Department submitted its first strategic plan, for
FYs 1997-2002, in September 1997 and its first annual performance plan,
for FY 1999, in February 1998. The Department will prepare its first
performance report in the year 2000.

We reviewed the annual performance plan before it was submitted to
OMB and the Congress. We compared the plan with recent OMB and
General Accounting Office guidance on what information should be
included, and we provided suggestions for improvement. Among the areas
that we believed needed strengthening were verification and validation of
data reliability, strategies for achieving targeted performance goals, and the
presentation of targeted performance measures. The final plan submitted
to OMB and the Congress reflected many of our suggestions. We will
continue to work with the Department in its efforts to prepare information
that will be useful both to management and to oversight groups such as
OMB and the Congress.

Facilities Planning and
Laboratory Consolidation

In a March 16, 1998, memorandum, the Deputy Secretary announced
a Department-level initiative to review the structure and organization of
Commerce’s domestic field offices. We endorse this initiative, the
objectives of which are to (1) improve service delivery, (2) reduce the total
number of field offices, (3) make better use of current technologies, and
(4) build a Department-wide, integrated approach. The initiative will
involve five Commerce bureaus with extensive field structures—BXA,
EDA, ITA, MBDA, and NOAA.

During recent years, the OIG has conducted many reviews that have
either evaluated the proposed acquisition of new facilities or identified
opportunities for using various streamlining or restructuring options, such
as consolidation, collocation, or closure (see, for example, March 1994
issue, page 31; March 1995, page 39; September 1995, pages 45 and 55;
March 1996, pages 33 and 48; and September 1996, page 33). Our recent
work on the National Marine Fisheries Services (NMFS) laboratory
network and NIST construction issues is described below.
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NMFS Laboratory Structure

NMFS relies on a laboratory network of 29 facilities nationwide,
divided into five regions. In a recent audit, we concluded that, in general,
the NMFS laboratories are conducting high-priority research in well-
utilized facilities (see page 39).

However, we also identified several opportunities for NMFS to
streamline its field structure, including closing some laboratories and
transferring their functions to other, underutilized facilities. By
implementing our recommendations, NMFS could put approximately
$6 million to better use. NOAA has submitted its audit action plan but
disagrees with our findings and recommendations, as well as the funds to
be put to better use. We will be addressing NOAA's objections through the
audit resolution process. We believe that our recommendations should be
implemented in a manner that supports the streamlining initiative discussed
in the Deputy Secretary’s March 16 memorandum.

Follow-up on NIST Construction Issues

Beginning in 1991, the National Institute of Standards and Technology
embarked on a 10-year, $540 million plan to upgrade its laboratory
facilities at both its Gaithersburg, Maryland, and Boulder, Colorado,
campuses. NIST’s Capital Improvements Facilities Plan (CIFP), now
estimated to cost at least $900 million due to inflation and added elements,
includes a mix of new construction and renovations of existing buildings.

Over the last two years, we conducted a comprehensive four-part
review of the CIFP. While acknowledging that NIST has effectively met
many of its capital improvement program challenges, we detailed a number
of concerns in the four reports (see March 1996 issue, page 59; September
1996 issue, page 56; and March 1997 issue, page 61). We have also
emphasized the need for NIST and departmental managers to work
together to more effectively manage this large, expensive capital
development program.

Since the issuance of our fourth report, we are pleased that NIST, the
Department, and OMB have all agreed on the importance of pursuing
funding for unified construction of the Advanced Measurement Laboratory
in Gaithersburg. The President’s FY 1999 budget includes a request for
such funding. Receiving funding for unified construction will enable NIST
to build the laboratory more efficiently, and for less money, than possible
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under traditional funding mechanisms. We strongly support this request. In
addition, the Department has improved its oversight of the CIFP. It has
taken a more active role in determining if CIFP budget requests are
reasonable and justified, and it has coordinated a successful effort to
obtain current, reliable information on NIST's facilities needs and plans.

However, we have continuing concerns about the latest version of
NIST's CIFP. While an improvement over earlier versions, it still includes
nearly $220 million for renovations to NIST’s metrology, physics, and
chemistry buildings in Gaithersburg that we believe have not been
adequately justified. Although some renovations are clearly needed, NIST
has not provided sufficient documentation to justify their estimated cost.
Further, by leasing one building, and constructing another, that were notin
its original plans, NIST has greatly increased its total space without
developing plans to cease using older, less useful space or to vacate its
leased space in Gaithersburg in the near term. NIST should take budget
implications into greater account when making and changing its facilities
plans. And the Department should scrutinize current and future facilities
plans to ensure that all construction and renovation costs are fully justified.

In addition, although NIST no longer plans to build a $92 million
Advanced Measurement Laboratory in Boulder, it now plans to construct a
$20 million “clean room” there. Construction of the clean room is
scheduled to begin in FY 2000 and be completed in FY 2003. NIST has
not, however, completed a benefit-cost analysis to justify the building.

Department-wide Review of
Interagency and Other Agreements

Earlier OIG reviews of the bureaus’ use of interagency and other
agreements found significant deficiencies, such as improper accounting for
project costs and undercharging for services provided. Concerned that
such agreements were being, or could be, used to circumvent procurement
guidelines or to improperly inflate budgetary resources, we have initiated a
Department-wide review of interagency and other agreements.

During the initial stages of this review, it became evident that the
Department did not have a comprehensive set of policies and procedures
to guide its bureaus in undertaking and formulating agreements. We found
that Commerce agencies also lack bureau-specific guidelines for preparing,
reviewing, and administering agreements; lack centralized databases; do
not consistently recover full costs under reimbursable agreements;
sometimes use an agreement when a contract or grant would be more
appropriate; and do not fully justify their use of certain legal authorities.

12 Commerce IG Semiannual Report March 1998
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As part of our Department-wide review, we have looked at how each
major departmental bureau handles its agreements. Commerce agencies
have over 4,700 agreements in effect, involving approximately $1.1 billion
in funds for reimbursable activities or obligations to other parties to acquire
goods or services. Upon completion of this review, we will have issued
reports on the agreements process for most Commerce bureaus or line
offices, as well as a cross-cutting report that will bring together all of the
major issues we have identified.

The one report we issued during this semiannual period dealt with
MBDA's use of joint project agreements for its Minority Business
Opportunity Committee (MBOC) program (see page 36). During our
review, discussions with MBDA, the Office of the Secretary, and the
Office of General Counsel led us to conclude that cooperative agreements
were a better mechanism for managing the MBOC program. MBDA has
agreed to switch to cooperative agreements for funding program operators.
This should improve the award process and strengthen departmental
oversight and monitoring of the program. The remainder of the reports on
agreements will be issued during the next semiannual period.

FEDERAL MANAGERS’ FINANCIAL
INTEGRITY ACT

The Federal Managers’ Financial Integrity Act of 1982 (Public Law
97-255) requires the heads of executive agencies to report annually to the
President and the Congress on the adequacy of their accounting and
management control systems. The annual report identifies material
weaknesses and actions being taken to correct them.

The staffs of the OIG and the Department’s CFO work together to
assist bureaus in identifying their material weaknesses. This year, the
Secretary reported the four material weaknesses listed below, all of which
were reported in previous years. Progress has been made in each of these
areas; nevertheless, they remain areas of serious concern for the
Department.

° Modernization of the National Weather Service (NOAA).
° Fleet Modernization (NOAA).
° Financial Systems (Department-wide).

° Management of the Design and Implementation of the
2000 Decennial Census (Census).

March 1998 Commerce IG Semiannual Report 13
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RESOLUTION AND FOLLOW-UP

The Inspector General Act Amendments of 1988 require this report to
present those audits issued before the beginning of the reporting period
(October 1, 1997) for which no management decision has been made by
the end of the period (March 31, 1998). The following table presents the
overall status.

Type of Audit Report Unresolved
Performance 0
Financial Assistance 10
Financial Statements 0
Preaward Contract 3
Postaward Contract 0

The number of unresolved financial assistance audit reports has
increased from 3 to 10. One of these reports involves a NOAA award and
remains unresolved after two years. NOAA is preparing a final audit
resolution proposal based on OIG comments on a draft proposal. A second
audit, involving an EDA grant, remains unresolved after one year. Resolu-
tion is pending the issuance of a report by state auditors. The other eight
audits involve NIST awards under the Advanced Technology Program.
Audit resolution proposals have been submitted; however, OIG-NIST
discussions have not yet succeeded in resolving the reports. Additional
details are presented on pages 22, 49, and 64.

Discussion of the three unresolved preaward contract audits can be
found on page 79.

Department Administrative Order 213-5, “Audit Resolution and
Follow-up,” provides procedures for management to request a
modification to an approved audit action plan, or for a financial assistance
recipient to appeal an audit resolution determination letter. The following
table summarizes the activity during the reporting period.
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Report Category Modifications Appeals
Actions pending (October 1, 1997) 0 6
Submissions 5 7
Decisions 5 4
Actions pending (March 31, 1998) 0 9

The nine appeals pending final decisions by the Department include
one NIST, six EDA, and two MBDA financial assistance audits.

March 1998
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Bureau of
Export Administration

Audit of FY 1997 Financial Statements

The OIG contracted with acertified public accounting (CPA) firmto
audit BXA'sFY 1997 statement of financial position, and therelated
statement of operationsand changesin net position. Thefirmissued an
unqualified statement of financial position, and disclaimed an opinion on
therelated statement of operations and changesin net position because
opening year balanceswere not audited.

Wecommend BXA for itssignificant progressin addressing prior year
internal control findings of elght material weaknesses (see March 1997
issue, page 18). For FY 1997, the auditorsidentified one material
weaknessin BXA'sinternal control structure, relating to the need for
proper recording and liquidation of accounts payableand undelivered
orders, and one reportabl e condition, relating to the need for adequate
review of thefinancial statementsoverview, whichisto providea
description of the bureau’ sprograms, activities, and results.

Initsreport on compliancewith laws and regulations, the CPA firm
identified two instances of non-compliance: BXA did not report the above
material weaknessinits 1997 Federal Managers Financia Integrity Act
report, asrequired, and itsfinancial system does not substantially comply
with the Federal Financial Management Improvement Act.

Theauditorsrecommended that BXA improveitsfinancial operations
by: (1) establishing proceduresfor reviewing account balanceson aregular
basis, and for obtaining acompletelist of all accrualsto berecorded at the
end of thefiscal year; (2) working closely with NOAA’sfinance office,
which providesBX A with financial and accounting support, regarding
implementation of accrual policiesand procedures; and (3) continuing to
support theimplementati on of the Commerce Administrative M anagement
System, which isexpected to replace NOAA’sfinancial management
system. Initscomments on the audit report, BXA detailed the actionsit
plansto take to addresstheseissues. Those proposed actionsarefully
responsiveto theauditors' recommendations.

Wereviewed adraft version of BXA’soverview toitsfinancial
statements and shared our observations and recommendationswith BXA
management in adiscussion paper. BXA revised itsFY 1997 overview and
indicated it will make additional improvementsin futureyears. We have
highlighted the need for BX A to continueto improveitsfuture overviews
by increasing itsuse of outcome and cost-effectiveness measures, listing an
additional year’ sworth of datato facilitate the analysis of trendsin per-
formance over time, and strengthening its discussion of results. (Financial
Statements Contract Audits Division: FSC-9859-8-0001)
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The Bureau of Export
Administration is primarily
responsible for the administration
and enforcement of the nation’s
system for controlling exports of
sensitive dual-use goods and
technologies. Under the Export
Administration Act and regulations,
BXA's major functions include
formulating and implementing
export control policy; processing
export license applications;
conducting various policy,
technical, and economic analyses;
promulgating regulations;
conducting industry outreach; and
enforcing the act and regulations.
Export Administration
implements U.S. export control and
nonproliferation laws and policies
through export licensing,
commodity classifications, and
advisory opinions; technical,
economic, foreign availability, and
policy analyses; promulgation of
regulations; and industry outreach.
It also conducts various defense
industry base activities.

Export Enforcement participates
in reviews of export license
applications and conducts criminal
and administrative investigations of
the export control portions of the
Export Administration Act and
regulations. It also administers and
enforces the antiboycott provisions
of the act and regulations.
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In Brief

Reprimands. In October 1997, six BXA employeesand three employees
of an agency contractor received letters of reprimand after an OIG
investigation confirmed alegationsthat anillegal sportsgambling pool was
being operated inaBXA office using government time and equipment. In
addition, the agency invoked the Department’ salternativediscipline
initiative and directed the employeesto make contributionsto charity as
part of their punishment. (Washington Field Office of Investigations)

Commerce IG Semiannual Report March 1998



Economic Development
Administration

Audit of FY 1997 Financial Statements

A contractor CPA firm audited EDA'’ s statements of financia position
as of September 30, 1997, and 1996, and the related statements of
operations and changesin net position for the yearsthen ended. Thefirm
expressed aqualified opinion on the statement of financial position because
EDA had not established proceduresto ensure that accrued grant expenses
wererecorded accurately inthefinancial statementsand thefirmwas
unableto obtain sufficient evidenceto form an opinion regarding the basis
onwhich these expenseswere stated. EDA received adisclaimer of
opinion on its statements of operationsand changesin net position because
of the carryover effect of the prior year disclaimer of opinion.

Initsreport on compliance with lawsand regulations, thefirmiden-
tified oneinstance of noncompliance: EDA’sfinancial accounting system
did not substantially comply with the Federal Financial Management
Improvement Act of 1996 in that the bureau has not established an
accounting system that conformswith applicablefederal accounting
standardswith respect to accurately recording accrued grant expenses.

Initsreport oninternal control structure, thefirmidentified five
reportable conditions, whichinvolved the need for EDA to (1) accurately
record accrued grant expenses (material weakness), (2) strengthenthe
financial management control environment, (3) separateincompatible
dutiesrelating to computer program changes, (4) improve controlsover
access to, aswell as changes made to, automated data systems, and
(5) reconcileannual leave onatimely basis.

EDA hasmade substantial progressinimprovingitsfinancial manage-
ment. The decrease in the number of material weaknesses from four in
FY 1996 to only onein FY 1997, and the receipt of aqualified opinion on
itsstatement of financial position, areindicationsof EDA’scommitment to
improving itsfinancial management. Nevertheless, EDA needsto resolve
theremaining conditions, particularly itsmethodol ogy for determining
accrued grant expenses. Thisissuewill haveto beresolved before EDA
canreceive an ungualified opinion.

In examining the overview to EDA' sfinancial statements, wefound
that it appropriately (1) linksEDA' s programswith the Department’s
Strategic Plan, (2) identifies management actions taken to addressinternal
control deficiencies, and (3) reflects EDA’s progressin meeting GPRA
regquirements. However, our review of the overview also found that
improvements are needed. Specifically, EDA needsto better report on
performance results and improve the presentation of performance datato

March 1998 Commerce IG Semiannual Report

The Economic Development
Administration was established
under the Public Works and
Economic Development Act of
1965 to generate new jobs, help
protect existing jobs, and stimulate
commercial and industrial growth
in economically distressed areas
of the United States. EDA does
this by providing grants to public
and private nonprofit organizations
in communities with problems that
are stifling economic growth;
planning grants to states, cities,
districts, and Indian reservations;
special economic adjustment
assistance to states and local
governments with recent, severe
problems or long-term economic
deterioration; technical assistance
to communities to build
organizational capacity and solve
specific economic development
problems; and research and
evaluation grants to increase
knowledge about effective
economic development tools.
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facilitate trend analyses and assessments of whether target level s of
performance are being achieved. (Financial Statements Contract Audits
Division: FSC-9861-8-0001)

Massachusetts Fisheries Grant
Produced Limited Program Results

InJuly 1994, EDA madea$1.5 million grant to aMassachusetts city
under the Northeast Fisheries Initiative Program to assist the depressed
fisheriesindustry inthe Northeast States. The grant provided fundsto
capitalizetwo revolving loan funds (RLFs) and providetechnical assistance
related to thefishing industry. The grant termsrequired the city to provide
a $500,000 cash match.

The purpose of the RLF portion of the grant wasto provide fishermen
and businessesin the city with low-interest loansto (1) convert and retrofit
commercial fishing vesselsto harvest underutilized species and other
seafood products, (2) purchase new equipment, (3) support existing and
new marine-related businesses, and (4) assist start-up or expansion of non-
fishing-related businesses.

The OIG performed an audit of the entire grant period from July 1994
through June 1997 to determine the status of the RLFs, the type of techni-
cal assistancereceived, and the program results achieved. Wefound that,
although the city generally used project funds appropriately, it achieved
only limited program resultsfrom the grant award because it had not made
availableto potential borrowers, or had not used, nearly two-thirds of the
$2 millionin project funds. Specifically, thecity (1) did not makeits
required $500,000 cash match, (2) retained about $716,000 in unloaned
RLF cash, and (3) did not use $107,000 in technical assistancefunds.

Dueto the seriousness of these problems, we requested EDA to
suspend further grant activity until our findings could beresolved. EDA
agreed and so notified the city in November 1997. We a so found that the
subgrantees operating the RLFson behalf of the city had incurred
$12,500 in questioned administrative costsand failed to comply with
EDA’'srequirementsregarding financial and performance reports, annual
RLF plan certifications, and |oan file documentation.

We recommended that EDA reduce the federal portion of thecity’s
grant through apartial termination for convenience, reducethecity’s
matching requirement in the sameratio asthefederal sharereduction, and
requirethecity to reimburse the $12,500 in questioned costs. EDA and the
city agreed to the partial termination, resulting in $629,000 in fundsto be
put to better use. (Atlanta Regional Office of Audits: ATL-10253-8-0001)
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Flood Act Grantee Lacked Adequate Accounting
Records and a Plan for Using Program Income

In 1993 the Congress provided emergency supplemental
appropriationsto EDA to award disaster assistance grantsto helpinthe
economic recovery of communities, industries, and firms harmed by
widespread flooding in the Midwest that spring. In November 1994, EDA
awarded aflood act grant to asmall Missouri town of 400 peopleto
construct four industrial buildingsin order to rel ocate flood-damaged
businesses outside the flood plain. In addition to damage to businesses, the
town wasforced to relocate. Thetotal approved project amount was
$2,775,000, including afederal share of over $2,000,000 and alocal
matching share of nearly $700,000. Thetown claimed total costs above
the project amount, and EDA disbursed all thefederal grant funds.

An OIG audit disclosed that the town had inadequate accounting
recordsthat did not support all costs claimed, resulting in morethan
$190,000 in questioned project costs. We al so found that the town failed
to submit for EDA approval aplanfor using program income, asrequired
by thegrant’ stermsand conditions, and improperly disbursed income
without an approved plan.

Werecommended that EDA disallow $190,879 in questioned costs
and recover $103,549 in excessfedera disbursements. We also recom-
mended that EDA not award future grantsto thetown until it establishes
an adequate fund accounting system, and require thetown to develop a
satisfactory plan for using program income or return 75 percent of all
incometo EDA. EDA and the town disagree. (Denver Regional Office of
Audits: DEN-9651-8-0001)

Idaho RLF Used Funds Improperly and
Did Not Maximize Private Investment

In 1989 EDA awarded a $451,000 Title IX grant to an Idaho
economic devel opment associ ation to capitalize abusiness devel opment
RLF. In 1994 the grant was amended to add another $400,000 to the
fund’ scapitalization. The RLF wasintended to assist in stabilizing and
diversifying the area seconomy and employment base, which the
association stroveto do by establishing an active business devel opment
financing program. Asof March 1997, the association had |oaned out all
but $138,000 of thefund’ s$851,000initial capital, earning nearly
$360,000 in loan interest income, and had more than $690,000 in
outstanding loans.

March 1998 Commerce IG Semiannual Report
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The Ol G initiated ajoint investigative/audit effort in responseto
allegationsthat RL F funds had been embezzled or otherwise diverted for
improper purposes. No evidence of criminal activity wasfound, but the
financial portion of our audit disclosed that the association improperly used
RLF principal totaling $12,327 to pay for administrative expenses, and
incurred $4,000 in questioned costs by charging the full purchase price of
equipment, instead of depreciation costs, to the RLF. Wealso found
deficienciesin the association’ sinternal controlsintheareasof fidelity
bonding of employees, separation of duties, and frequency of bank
deposits.

Inaddition, the audit concluded that the association could improve
RLF management by maximizing private dollar investment leveraging with
itsloans. TheTitle X Economic Adjustment Program RLF Administrative
Manual requires RLF loansto leverage privateinvestment of at least $2 for
every $1 of RLF investment, but the association was ableto attain only a
1.65-to-1ratio of privatedollarsto RLF dollars.

Werecommended that EDA direct the association to (1) maximizethe
use of privatedollarsin making RLF loans, (2) correct theidentified
internal control deficiencies, and (3) replenish the RLF with $16,327 for
theimproper use of RLF funds and the questioned costs. The association
agreed with our first two recommendations, but disagreed with our
financial findings, claiming that RLF principal had not been used for
administrative expenses and that depreciation had been properly recorded
and supported. (Denver Field Office of Investigations and Seattle
Regional Office of Audits: STL-9830-8-0001)

Audit Reports Unresolved for Over Six Months

A financial assistance audit report, DEN-7037-7-0001 (see March
1997 issue, page 25), found that aTexas Title 1 X grant recipient could not
support its project cost claimsbecauseit submitted inaccurate claims,
commingled federal and state fundswith local funds, made duplicative cost
claims, and used some of thefundsfor ineligible or non-project-related
purposes. Asaresult, we questioned over $760,000 in costs claimed
against the EDA grant, and nearly $600,000 in costs claimed against state
funds.

Resolution is pending the receipt of areport on astate audit of the

grantee’ sfinancial records. EDA, State of Texas, and OIG officialswill
meet to resol ve the cost-sharing issues once the state audit report isissued.
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Senate Committee Chairman Seeks IG Views
on Key Decennial Census Milestones and Risks

Beginning with theissuance of our November 1995 report on the
Census Bureau’ sreadinessfor the 2000 decennial censusand in our
subsequent audit and inspection work, we have encouraged the bureau to
prioritize, assess, and simplify the major components of the decennial
design to reducerisks. During an oversight hearing on the Department’s
operations, the Chairman of the Senate Committee on Commerce,
Science, and Transportation asked the Ol G to provide the Committee with
itsviews on what milestones need to be accomplished by what datesin
order to ensure asuccessful 2000 decennial census. The Committee
intended for thisinformation to be used as abenchmark to track the
bureau’ sprogressin planning for the census.

In responseto thisrequest, in December 1997, we provided the
Chairman with an analysis of key decennia census milestonesand their
associated risks. We concluded that although the 2000 decennial design
wasrisky, the Census Bureau’ s fundamental problem wasthat it smply
might not have enough timeto plan and implement acensusthat achieves
itsdual goalsof containing cost and increasing accuracy. The problem was
amply evidenced by thetightness of the Master Activity Schedule—the
primary decennial program management tool. The schedul € stightnesswas
dueto changing design details, lagging progressin somecritical activities,
lessthan full implementation of strategiesand procedures, and acontinuing
lack of agreement between the administration and the Congresson the
appropriate use of sampling. We noted that our analysis had not taken into
account the recent congressiona directivefor dual-track planning.

A recurring theme of our analysiswasthat asaresult of itslack of
time to compl ete various aspects of the design, the bureau would haveto
ask for additional funding, reprogram funds, or experience potential quality
shortfalls. To minimizethe need for such actions, we concluded that the
bureau would need to immediately prioritize and assessthe readiness of its
major design components, simplify thedesign, realistically assess costs,
communicateresultsboth internally and externally, and redirect the 1998
dressrehearsal accordingly. In recent months, we have devel oped an
oversight strategy that will enable usto assessthe remaining risks associ-
ated with the 2000 decennial census. In March 1998, we responded to
guestions posed by the Ranking Minority Member of the House Govern-
ment Reform and Oversight Subcommittee on the Census, on the decen-
nia censusrisksdiscussed in our December 1997 analysis. (Economics
and Satistics Audits Division)
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The Economics and Statistics
Administration analyzes
economic developments, develops
policy options, and produces a
major share of U.S. government
economic and demographic
statistics. The Chief Economist
monitors and analyzes economic
developments and directs studies
that have a bearing on the
formulation of economic policy.
ESA has two principal agencies:
Bureau of the Census. Census is
the country’s preeminent statistical
collection and dissemination
agency. It publishes a wide variety
of statistical data about people and
the economy of the nation,
conducting approximately

200 annual surveys, in addition to
the decennial census of the U.S.
population and the decennial
census of industry.

Bureau of Economic Analysis.
BEA's goal is to provide a clear
picture of the U.S. economy by
preparing, developing, and
interpreting the national income
and product accounts
(summarized by the gross
domestic product) as well as
aggregate measures of
international, regional, and state
economic activity.
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Census Address-Building Program May Become
More Complex, Costly, and Counterproductive

In March 1998, the OI G issued an audit report on the Census
Bureau’ s 2000 decennial addresslist, known asthe Master AddressFile.
The addresslist that was used in conducting the 1990 decennial wasa
source of millionsof errorsand, therefore, agood candidate for reengi-
neering. It was also amatter of great interest tolocal officials, who
believed that they could help toimprovethelist. Partly inresponseto this
interest, in October 1994, the Congress passed Public Law 103-430, which
required the bureau to allow local governmentsto review the MAF before
the 2000 decennial takesplace.

Concerned about difficultiesencountered inimplementing the MAF, in
1997 the bureau initiated an assessment of the address-building program,
which centered on partnershipswith the U.S. Postal Service and
39,000l ocal governments. Finding that the program was complex and
risky, and could not provide an adequatefinal product, the assessment
team concluded that a 1990-style, 100-percent field canvassisessential for
ensuring that the MAF isaccurate.

Despite these conclusions and the associated need for an additional
$108.7 million for the canvass and other redesign improvements, theteam
identified the percentage of local governmentsthat participatein MAF
building asameasure of program success. While recognizing the value of
achieving ahighlevel of local government involvement, wewere
concerned that this participation measure appeared to be on equal footing
with moreimportant measuresthat focuson final MAF accuracy rates.

We concluded that by placing great emphasison local participation, the
bureau was putting MAF accuracy at risk. Although werecognizethat the
bureauislegally required to givelocal governmentsthe opportunity to
review their portions of the MAF and that such partnershipscan bea
helpful way to foster local cooperation, the bureau’ sgoalsof an accurate
census and addresslist tend to conflict with local officials’ desirefor as
high a count as possible. Using amore substantive measure, such as cost-
effectivenessor apercentage of valid additions or deletions, could mitigate
the conflict while acknowledging theroleof local lists.

The bureau’ semphasis on partnerships and the outcome of its
assessment demonstrateitsdesireto satisfy local officials, whowill likely
expect to play animportant rolein the address-building process. Yet the
bureau needsto strike the right balance among accuracy, cost, and local
involvement. Clearly, accuracy must take precedence, give MAF's
centrality to thedecennial.
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However, if accuracy and local involvement take precedence, costs
may spiral upward because of the complexity involvedin reconciling
multiplelistsand verifying thousands of discrepancies, especially if a100-
percent canvass does not occur. On the other hand, if cost and local
involvement take precedence, quality islikely to suffer. For thesereasons,
the bureau must move forward with MAF refinements, communicating the
resultstoitslocal partnerssoon.

Therisk tothe programisclearly diminished if a 100-percent canvass
isconducted, because that operation can “clean up” any deficiencies
beforethe decennial. However, we question whether the numerousinitial
operations designed to preclude extensive field work, which were designed
to operate in tandem with tar geted canvassing, are now needed in the
current plan, which involves expanding some elements of local participa-
tion and conducting a 100-per cent canvass. The possible savingsfrom
curtailing earlier MAF-building operationsor plansto expand local review
may partially offset the funding increase requested for canvassing.

We recommended that the Census Bureau:

Conduct areview of initial local address updates submitted
through the reengineered M AF-buil ding program to ascertain the
cost-effectivenessof including local addressdatainthe MAF.

Reexamine componentsof MAF buildinginitially designed to
obviatethe need for field work to determinewhether savingsare
possibleto partially offset the cost of the new canvassing
operation.

Adjust the MAF program accordingly and communicate the
adjustments, and thejustificationsfor them, to local partnersas
soon aspossible.

The bureau generally agreed with our conclusions and recommenda-
tions. (Economics and Satistics Audits Division: ESD-9608-8-0001)

March 1998 Commerce IG Semiannual Report

25


http://www.oig.doc.gov/reports/1998-3/1998-3-09608-01.pdf

Economics and Statistics Administation

Bureau’s Information Processing System Unit
Lacks Plans and Procedures for the 2000 Census

Theaccuracy of decennia censusdataiscritical becauseitisthebasis
for apportioning seatsin the Congressand for distributing billions of dollars
infederal assistance. The processing systemsunit within the Census
Bureau’ sDecennial Systemsand Contracts Management officeis
responsiblefor theinformation processing systemsat headquarters. The
officeisinvolvedinall stagesof decennia censusoperations, starting with
the collection of censusinformation, proceeding through the analysisand
tabulation of census data, and ultimately, with the preparation of census
resultsfor dissemination.

During asurvey of information processing systems, the Ol G observed
that the requirementsfor systemsto support headquarters processing were
not clearly defined, and we were unableto confirm that mechanisms
required to manage software devel opment were being implemented and
that adequate progress was being made. We, therefore, conducted an
inspection to (1) evaluate the appropriateness of the system requirements,
(2) assessthe system implementation strategy and plan, (3) evaluatethe
readiness and capabilities of the devel opment organization and the planned
use of support contractors, and (4) identify system devel opment risks.

Our inspection report disclosed several deficienciesin the software
devel opment approach for headquarters processing systems:

! Softwar ewasnot being developed in accor dancewith any
well-defined process. Despite the significant capabilitiesand
experience of managersand software devel operswithin the office,
awel|-defined software devel opment process based on software
engineering principleswas not being followed. The approach
employed was not based on standards for (1) documenting and
reviewing software specificationsand design, (2) ensuring that
rigorous, independent testing iscarried out, and (3) ensuring the
uniform and effective use of devel opment and eval uation methods
andtools. A software devel opment process based on at |east this
minimal set of elementsisnecessary to better ensure accurate
censusresults.

Estimatesof softwar edevelopment schedulesand resour ces
for the 1998 dressrehear sal and the 2000 censuswer e not
realistic. The bureau developed amaster activity schedulethat
identifiesactivities, their interrel ationships, and expected durations
necessary to accomplish the dressrehearsal and the decennial
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census. Durations specified in the plan for software devel opment
activities, however, did not indicate the expected effort required,
but rather represented “windows of opportunity” or thetime
availablefor development. Without estimates of activity duration,
management cannot reliably determinewhether software

devel opment schedules are achievabl e or whether requestsfor
staffing levelsto support software devel opment areredlistic.

Requirementsfor headquartersprocessing areincomplete,
subject to change, and likely to belate. As planned, the dress
rehearsal and thedecennia censuswill rely on statistical processes
that have not been used in previous censuses. Therefore, decisions
concerning the details of these processes should be documentedin
requirements specificationsfor softwarethat must still be
developed. However, at thetime of our review, statistical research
wasstill being conducted, and important decisions concerning the
details of some of these processeswere not being madein atimely
manner. Consequently, important specifications cannot be
prepared within the required timeframe. Devel oping software
without specifications, or with frequently changing specifications,
increasestherisk that costly and time-consuming modifications
will be needed |ater to accommodate changesin requirements. The
bureau should focus on defining and refining requirements, rather
than risk having to modify prematurely designed and devel oped
software.

Our report contai ned recommendationsto addressthese deficiencies.
During our inspection, we discussed our concernswith bureau managers,
who identified actionsthey would take to address the concerns. Wefound
their proposed approach in agreement with our recommendations. (Office
of Systems Evaluations: OSE-10034)

Audit of Census’ FY 1997 Financial Statements

The contractor CPA firm that performed an audit of the Census
Bureau’ sfinancial statements expressed an unqualified opinion onthe
combined statement of financial position asof September 30, 1997. This
represents an improvement over the qualified opinion expressed on the
FY 1996 statement of financial position. Theauditorsdisclaimed an
opinion on the related combined statement of operations and changesin
net position for the year ended on September 30, 1997. Thefirm was
unableto expressan opinion on thelatter statement becauseit could not
readily extend itsauditing procedures sufficiently to satisfy itself asto the
balances of assets, liabilities, and net position as of October 1, 1996.
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Theauditors' report oninternal controlsidentified threereportable
conditions, thefirst of which isamaterial weakness:

1 Reconciliationsbetween Census’ financia information systemand
itssubsidiary recordswere not performed in atimely manner and
did not sufficiently document and account for all reconciling items.

No policiesor proceduresarein placefor determining the actual
cost of itemsheld ininventory for saleto other government
agenciesand the public.

The unbilled accounts receivabl e balance as of September 30,
1997, was not reviewed to determineif outstanding receivable
amountswere collectible.

Thereport on compliance with lawsand regul ations di scl osed that
Census financial management systemsdid not substantially comply with
federal requirements.

After wereviewed thedraft overview to Census financial statements,
the bureau made anumber of improvements we suggested. However, in
future years, the bureau needs to make further improvements by
strengthening reported results of program performance and improving the
presentation of resultsto facilitate analyses of trends and the assessment of
the bureau’ s successin meeting itsgoalsand objectives.

We commend Census’ effortsinitsrole aspilot bureau for the
Commerce Administrative Management System. Thisproject required
significant bureau resourcesin FY 1997 and will continueto do so until it
isfully implemented. CAMSiscritical becauseitisto provide (1) the
Department with asingleintegrated financial management system, as
required by the CFO Act, and (2) Censuswith an updated accounting
system for the 2000 decennial. We encourage Census management to
continueto devote the resources needed to implement CAM S on schedule.
(Financial Satements Contract Audits Division: FSC-9860-8-0001)

Audit of BEA’s and ESA’s Consolidated
Financial Statements as of September 30, 1997

A contractor CPA firm performed an audit of BEA’'sand ESA’s
Consolidated Statement of Financial Position as of September 30, 1997,
and therelated consolidated statements of operationsand changesin net
position. Thefirm was ableto render unqualified opinionson the
statements, indicating that significant improvements had been madeto
BEA’sand ESA'sfinancial and accounting practicesover the past years.
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Althoughthefirm’ sreport oninternal controls contained no material
weaknesses, it did identify onereportable condition rel ated to controls over
NIST’ sFinancial Accounting and Reporting System, whichisusedin
preparing BEA'sand ESA'sfinancial statements. Since BEA and ESA
management are not responsiblefor the general controls over this system,
recommendationsrelated to the system controlswere directed to the
Department’ s Office of Computer Services, which maintainsthe system’s
hardware and software used to process transactions and data.

Thefirm also identified oneinstance of material non-complianceinits
report on compliancewith lawsand regulationsregarding BEA' sand ESA’s
corefinancial management system. NI ST’ s Office of Financia Manage-
ment performsasignificant portion of thefinancial transaction processing
and reporting for BEA and ESA. However, itsFinancial Accounting and
Reporting System does not maintain adequate commonality of data
elements or transaction processing sufficient to ensuretimely, accurate,
and effectivefinancial reporting, asrequired by federa regulations.

The OIG aso reviewed adraft version of thejoint BEA-ESA
overview to the consolidated financial statements, and we shared our
observations and recommendationsin adiscussion paper and subsequent
meeting with management. We recommended that BEA and ESA improve
their discussion of results by strengthening performance measuresand
improving the presentation of information to facilitate trend analysesand
assessment of the bureau’ ssuccess or failureto achieve performance
targets. Management was responsive to our comments, adding language
related to planned performance measures by goal and objective, while
stating that additional improvementswill be madein futureoverviews.
(Financial Satements Contract Audits Division: FSC-10113-8-0001)

Census’ Atlanta Office Needs to Improve
Internal Controls over Bankcards

In conjunction with an OIG planto periodically review Commerce
units' use of bankcards, we conducted an unannounced audit of bankcard
transactions at the Census Bureau’ s AtlantaRegional Officefor the
12-month period ended July 1997 to determine whether the purchases
were madein compliance with applicablefederal and departmental require-
ments. The objectives of the bankcard program are to reduce administra-
tive procurement costs, improve cash management by expediting and
simplifying small purchases, and strengtheninternal controlsto eliminate
thevulnerabilitiesto fraud and abuse of other small purchase methods.
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Weidentified anumber of minor deficienciesintheregional office’s
internal control practices, including: (1) bankcard activity wasnever
reviewed by the contracting office head, (2) bankcardswere not always
stored in asecurelocation, (3) unauthorized card use was permitted and
prohibited itemswere purchased, (4) purchaseswere not preapproved,
receipt of goodswas not documented, and property transaction forms
were not completed, (5) recordswere not properly maintained, and
(6) mandatory training was not performed. We a so found that the office
did not promote competition for purchases over $2,500, as required.

Werecommended that Census ensurethat the Atlantaofficefollows
effectiveinternal control procedures, and that the bureau conduct afollow-
up review of the office’ sbankcard activity within 18 months of our report
and provide uswith the results of that review. We also recommended that
the office be required to use competitive proceduresfor purchases over
$2,500. Censusofficialsgenerally agreed with our recommendations,
stating they will ensurethat our recommendation oninternal controlsis
carried out and that cardholderswill be reminded in aformal memorandum
of the importance of the issues we addressed. (Atlanta Regional Office of
Audits: ATL-10316-8-0001)
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Audit of FY 1997 Financial Statements

Under the Ol G’ sdirection, acontractor CPA firm audited ITA's
statements of financial position asof September 30, 1997, and 1996, and
therelated statements of operationsand changesin net position for the
yearsthen ended. The firm was unable to determine the amounts of the
adjustmentsthat may be necessary tofairly statethefinancial statement
balancesin accordance with OMB guidance. Asaresult, the scope of the
audit was not sufficient to enable thefirm to express an opinion onthe
Statements.

Thefirm was also unableto audit material account bal ances because
of deficienciesininternal controlsand automated systems. The nature and
extent of these deficienciesindicate serious problemsin I TA’sfinancial
management. Thematerial weaknessesin internal controlsinvolved the
need for ITA to (1) provide adequate support for financial statement
bal ances and sufficient reconciliations of those balances, (2) establish an
effective personnel structureto ensure proper financial management
control over itsoperations, (3) addresstherisk of itsfinancial statements
being interrupted at the end of FY 1998 should the accounting systems
provider decideto discontinue servicing the system, (4) providefor suffi-
cient segregation of functions, (5) establish adequate financial systemsto
identify and record overseas activity, and (6) perform key reconciliations
to ensurethat all cash collectionsare properly deposited and recorded.

Thefirm also reported several instances of material noncompliance
with applicablelaws and regulationsthat affected itsdecisionto disclaim an
opinion. Among thesewere | TA’sfailureto meet the requirements of
Section 2 of Federal Managers Financial Integrity Actinregard to material
weaknessesinitsfinancial management system; correct deficienciesinits
internal control and financial management systemin order to comply with
OMB Circular No. A-127; transfer to itstrust fund an amount equal to the
current accrual for voluntary foreign service national separation pay; and
adopt indirect cost allocation practicesthat enableit to ascertain whether
itsactivitiesare operating on afull-cost-recovery basis. In addition, ITA
did not adhere to other OMB guidance and did not substantially comply
with the Federal Financial Management Improvement Act.

At ITA'srequest, we had developed ablueprint in July 1997 to
improvethe bureau’ sfinancial management and the quality of itsfinancial
statementsby identifying critical areas needing immediate corrective
actions (see September 1997 issue, page 29). The late date of the blue-
print, however, limited ITA’sability to correct most of these weaknesses
before September 30, 1997.
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The International Trade
Administration is responsible for
most non-agricultural U.S. trade
issues and works with the Office of
the U.S. Trade Representative in
coordinating U.S. trade policy. ITA
has four principal units:

Market Access and Compliance.
MAC develops and implements
international economic policies of
a bilateral, multilateral, or regional
nature. It promotes trade,
investment, and commercial
relations, and maintains
comprehensive commercial and
economic data on countries and
regions of the world.

Trade Development. TD advises
on international trade and
investment policies pertaining to
U.S. industrial sectors, carries out
programs to strengthen domestic
export competitiveness, and
promotes U.S. industry’s
increased participation in
international markets.

Import Administration. IA
defends American industry against
injurious and unfair trade practices
by administering the antidumping
and countervailing duty laws of the
United States, and enforcing other
trade laws and agreements
negotiated to address such trade
practices.

U.S. & Foreign Commercial
Service. US&FCS promotes the
exports of U.S. companies and
helps small and medium-size
businesses market their goods and
services abroad. It has 98 domes-
tic offices and 138 overseas posts
in 75 countries.
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Inreviewing thedraft overview to I TA'sfinancial statements, we
found numerous strengths, such asdefinitions of the performance
measures being used and adiscussion of financial management challenges
and plans, but al so some deficienciesthat require attention. Specifically,
ITA needsto include several yearsworth of data, acomparison of actual
resultsto target performancelevels, astronger discussion of performance
resultsand plansfor corrective action, and better linkage of resultsto goals
and objectives.

Finally, athough I TA appointed aChief Financia Officer inearly
FY 1998, the appointment of a Deputy CFO isstill pending. We recom-
mend that the person appointed to this position have the strong financial
background that is needed to resol ve the accounting challengesfacing I TA.
(Financial Satements Contract Audits Division: FSC-9862-8-0001)

Trade Event Planning and
Management Need Improvement

ITA supportsthe administration’ sexport promotion strategy through
itsthree componentsthat areinvolved in trade events—Trade
Development (TD), U.S. and Foreign Commercial Service (US& FCS),
and Market Access and Compliance. ITA definesatrade event as“any
organized activity that placesU.S. exportersin contact with foreign
markets.”

In 1993 ITA established a Trade Events Board to provide policy
direction on trade event planning, management, and financial matters. An
interagency working group, the Trade Events Planning Committee, reviews
trade event planning and management. The Trade Events Management
System (TEMS), an I TA-wide system located within US& FCS, servesas
ITA'splanning and financial data system for trade events.

An OIG audit of trade eventsfocused primarily on TD eventsheld in
FY 1996. Of the 419 ITA trade events held during that year, TD was
responsiblefor 83. However, because most of ITA'strade eventsare
carried out by US& FCS, we also evaluated certain aspectsof US& FCS's
FY 1996 events. Our audit identified anumber of deficienciesthat hamper
ITA'sahility to pursueitstrade event activities.

! Communication and coordination between TD officesand
US& FCS posts need improvement. TD event officersshould give
posts necessary information sufficiently in advance of eventsto
allow for adequate preparation and increase the potential for
success.
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Internal controlsare needed throughout I TA to ensurethat trade
events, when canceled, are canceled in aproper and timely
manner. Having the greatest percentage of canceled trade events,
TD should establish aninternal quality review procedureto
evaluateits proposed events.

The end-of-show datain TEM Sisincompl ete and does not
providethekind of management information that would be most
useful for ITA. Moreover, I TA management needsto decide what
role TEM Swill havein providing performance measures.

US& FCStrade event performance measures presented in ITA’s
budget submission relied on datafrom the posts, and not on
TEMS, but the basis for the data used could not be explained by
ITA'sOfficeof Financial Management. Performance measures
need to be clearly defined, and if ITA management intendsto rely
on TEM Sfor performance data, guidelinesand internal controls
are needed to ensure that thisdatais entered on atimely basis.

Neither TEM S nor Office of Financial Management records can
be used to determinethefinancial status of individual trade events,
asTEMSlacksfinal obligation reportsfor most events, and many
eventsdo not have unique project numbersin Financial Manage-
ment’ srecords.

Theeffectivenessof TD’ sprincipal typesof trade event activities
has not been assessed to determineif they represent an effective
use of ITA resources.

We made anumber of recommendationsto correct these deficiencies. ITA
generally agreed with our findings and recommendations. (International
Audits Division: IAD-9714-8-0001)

Award Recipient Did Not Meet Goals or
Provide Required Cash Contribution

IN 1994 I TA awarded a $420,000 cooperative agreement to aNew
England nonprofit organization asthe federal share of a$4 million project
to develop aweb siteto serve asan electronic environmental businessand
technology information source. The project’ sgoalswereto establish and
strengthen links between M exican and American companiesfor marketing
U.S. environmental technology to Mexico. Theaward, whichwasfor a
three-year period ending September 30, 1997, was|ater supplemented with
another $38,000in ITA funds.
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We audited the project for thefirst two years of the award period and
determined that, athough the recipient had drawn down $434,571 of
federal fundsto develop theweb site, it had failed to provideitsrequired
matching share or to meet projected financial and programmatic goals.
Specifically, wefound that the recipient did not:

1 Provide any cash contributionsto the project. In-kind
contributionswere provided, but the award required one-half of
the non-federal match to bein cash.

Meet itsrevenuegoals. Although it had proposed paying for
$2 million of the project with program income, it had not
generated any income during the period wereviewed.

Includeall theinformation originally proposed for theweb
site. Moreover, theinformation that wasincluded waswidely
availablefrom other sources.

Werecommended that the Department disallow $919,061 in
questioned costs, recover the entire $434,571 of disbursed federal funds,
terminate the award, and deobligate the remaining $23,429 of undisbursed
federal funds. The recipient has provided no substantive response to our
findings. (Atlanta Regional Office of Audits: ATL-10082-8-0001)

Import Administration Needs to Identify and
Correct Causes of Errors in AD/CVD Program

At therequest of the Assistant Secretary for Import Administration
(1A), wereviewed the Antidumping/Countervailing Duty (AD/CVD)
program to evaluate the quality of thework performed on antidumping
investigations and administrative reviews. Concerned about the quality of
thework performedin AD/CV D cases, he asked for our independent
evaluation and any recommendationsfor improvement.

In an October 1997 memorandum to the Assistant Secretary, we
identified oneissuethat warranted hisattention: | A calculation errorsthat
resulted ininaccurate duty margin determinations. In conducting our
evaluation, we sel ected arandom sample of 27 of 198 antidumping
investigationsand administrativereviewsthat had final determinationsin
1996 and 1997. Wethen analyzed the changesin duty margins between
the preliminary and final determinationsto seeif the changeswerethe
result of |A errors.
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In morethan half of the casesin our sample, calculation errorsby 1A
analysts had resulted ininaccurate determinations. Moreover, these errors
wereidentified not by |A’sreview process, but by attorneysfor
respondents and petitioners. | A’ s correction of these errorsin some cases
resulted in significant changesto the duty margin determinations. The
number of | A errors, and the fact that they were not identified during the
internal review process, indicated aserious problem.

We suggested that | A categorize and summarizeerrorsmadein
investigationsand reviewsto hel pidentify which of itsunitsare performing
well or poorly, determine the frequency and types of errors made, and
implement solutionsto correct the causes of the errors. Because of steps
IA hasaready taken toimprove quality, wewill wait to seethe results of
the actionsit takesto implement our suggestions before deciding whether
to do additional audit work in thisarea. (International Audits Division)
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Minority Business
Development Agency

The Minority Business
Development Agency was
created to help minority-owned
and operated businesses achieve
effective and equal participation in
the American free enterprise
system, and overcome the social
and economic disadvantages that
have limited their participation in
the past. MBDA provides
management and technical
assistance to minority firms upon
request, primarily through a
network of business development
centers. It also promotes and
coordinates the efforts of other
federal agencies in assisting or
providing market opportunities for
minority businesses.
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Using Cooperative Agreements
Will Strengthen MBOC Program

Aspart of the Ol G’ s Department-wide review of interagency and
other agreements, we reviewed MBDA' suse of joint project agreements
for itsMinority Business Opportunity Committee program. MBOCsarea
collaboration between MBDA and other federal, local, or quasi-
governmental organizationsthat areresponsiblefor planning, creating,
coordinating, and delivering resourcesto promote U.S. minority businesses
inthe national and global economies. Currently, thereare 10 MBOCs
operated by city, regional, and federal organizations.

Werecommended that MBDA begin using cooperative agreements,
instead of joint project agreements, to providefinancial assistanceto
MBOCs. The use of cooperative agreements should improvethe award
process, and strengthen MBDA and departmental oversight and monitoring
of MBOC:s, especially asthe program continuesto grow.

We also recommended that MBDA take other actionsto improvethe
MBOC program that includeintroducing competition into the award
process; implementing and retaining aone-year, multiple award system;
and eliminating irregular award or renewal actions, such asretroactive
extensions. MBDA agreed with our observationsand istaking stepsto
implement our recommendations. (Office of Inspectionsand Program
Evaluations: |PE-10309)

Audit of FY 1997 Financial Statements

The OIG contracted with a CPA firm to audit MBDA's statements of
financial position as of September 30, 1997, and 1996, and therelated
statements of operationsand changesin net position for the yearsthen
ended. Thefirm expressed an unqualified opinion on the statements,
indicating the existence of aninternal control structurethat facilitatesthe
preparation of reliable accounting and financial information.

Theauditors' report oninternal controlsdid, however, citetwo
reportable conditions, whichidentified the need for MBDA to:

1 Review year -end financial reporting, including theestimation
of accrued grant expenditur es. EDA isresponsiblefor accruing
MBDA'sunreimbursed grant expenses based on a percentage of
the balance of unliquidated grant obligations at the end of each
year. Becauseit did not consider the effect of late and unliquidated
obligationsinitscal culations, EDA over-accrued MBDA’sgrant
expenses payable by about $1 million.
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Improvecontrolsover theFinancial Accounting and
Reporting System. Thefirm identified onereportable condition
related to controls over the Financial Accounting and Reporting
System administered by NIST, which providesaccounting services
for MBDA. Since MBDA isnot responsiblefor the general
controlsover thissystem, recommendationsrelated to the system
controlsweredirected to the Department’ s Office of Computer
Services, which maintainsthe system’ shardware and software
used to processtransactions and data.

The CPA firm’ sreport on compliance with laws and regulations
identified oneinstance of material noncompliance. MBDA's core financial
management system does not comply with certain Federal Financial
Management Improvement Act requirementsfor federal financial
management systems; for example, the Financial Accounting and
Reporting System does not maintain adequate commonality of data
elements and transaction processing.

In responseto OI G suggestions, MBDA made a number of
improvementstoitsfinancia statementsoverview. However, MBDA
needsto strengthen itsreported results of program performanceto
facilitate trend analyses and the assessment of whether target performance
levelsare being achieved. (Financial Statements Contract Audits
Division: FSC-9863-8-0001)

Internal Disagreement Over Questioned Costs
Resolved, but Recipient Appeals Decision

In the prior two issues of thisreport (see March 1997 issue, page 38,
and September 1997 issue, page 32), wereported on afinancial assistance
audit, ATL-8882-7-0001, that questioned $675,000 of costsclaimed by a
for-profit consulting firm operating aminority enterprise growth assistance
center. In the resolution process, the Ol G and the Department’ s Office of
Executive Assistance Management agreed to disallow $455,325 of the
guestioned costs. However, agreement could not be reached on an
additional $129,671 in questioned costs, and the matter was el evated to the
Deputy Secretary for decision. The Deputy Secretary determined to allow
$112,811 of the disputed costs, which related to personnel, and to disallow
the other $16,860, which related to equipment.

In February 1998, an audit resol ution determination | etter was sent to

therecipient, informing it of thedecision. In March, therecipient
submitted an appeal, whichisin process.
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National Oceanic and

Atmospheric Administration

The National Oceanic and
Atmospheric Administration
studies climate and global change;
ensures protection of coastal
oceans and management of
marine resources; provides
weather services; and manages
worldwide environmental data. It
does this through the following
organizations:

National Weather Service. NWS
reports the weather of the United
States and provides weather
forecasts and warnings to the
general public.

National Ocean Service. NOS
issues nautical and aeronautical
charts; performs geodetic surveys;
conducts research; and develops
policies on ocean mining and
energy.

National Marine Fisheries
Service. NMFS conducts a
program of management,
research, and services related to
the protection and rational use of
living marine resources.

National Environmental Satellite,
Data, and Information Service.
NESDIS observes the environment
by operating a national satellite
system.

Office of Oceanic and
Atmospheric Research. OAR
conducts research related to the
oceans and inland waters, the
lower and upper atmosphere,
space environment, and the Earth.
Office of NOAA Corps
Operations. The Corps is the
nation’s seventh uniformed
service. Its ships, aircraft, and
personnel support NOAA's
activities throughout the world.
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Audit of FY 1997 Financial Statements

A contractor CPA firm audited NOAA'’s consolidated statement of
financial position asof September 30, 1997, and therelated consolidated
statement of operations and changesin net position for the year then
ended. Thefirm expressed aqualified opinion on the statement of financia
position because NOAA (1) had no system to accurately and completely
account for all of itscapitalizable property and equipment, (2) wasunable
to support the classification of net position balances between appropriation
categories, and (3) received later than expected an actuarial valuation
relating to theNOAA Corps liability for retirement benefits. NOAA
received adisclaimer of opinion on its statement of operations and changes
in net position because of the effects of the disclaimer inthe previousyear.

We commend NOAA management and staff on the significant
progress made sincethe prior year’ saudit. Whereasthe FY 1996 audit
resulted in adisclaimer and identified 21 reportable conditions, of which
11 were material weaknesses, the FY 1997 audit expressed aqualified
opinionand identified 17 reportable conditions, of which 6 were material
weaknesses. The material weaknessesrelated to the need for NOAA to
(2) improvethe preparation, analysis, and monitoring of financial informa-
tion, (2) makethefinancia reporting structure consistent with the bureau’s
organizational structure, (3) support and reconcile“on-top” adjustmentsto
thefinancial statements, (4) support and reconcile budgetary execution
transactions, (5) correct property, plant, and equipment detail records, and
(6) improvethe monitoring of grant recipients.

Initsreport on compliance with laws and regulations, the CPA firm
identified threeinstances of noncompliance: NOAA did not fully fundits
capital leases; it did not report all of the above-mentioned material
weaknessesinits 1997 Federal Managers' Financia Integrity Act report;
anditsfinancial management systemsdo not substantially comply with the
Federal Financial Management Improvement Act.

Our review of the management discussion and analysis(similar toan
overview) to NOAA ' sfinancial statementsidentified anumber of strengths.
For example, the document identifiesthe seven NOAA goals, with
associated performance measures, that support the Department’ smission
statement; discussesfinancial resultsand conditions; and presents output
and outcome measures. However, NOAA could still makeimprovements
by further strengthening reported performance measures, definitions of
measures, and discussion of results; and providing additional discussion of
trends.
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To work toward improving its financial management, we encourage
NOAA to continue its Horts to recruit a Chief Financialfficer. Emphasis
should also be placed on hiring additional financial management personr
to facilitate the prompt resolution of internal control deficiencies. Finall
we encourage NOAA management to continue its efforts to make the
improvements to the internal control structure that are essential for
preparing its FY 1998 statement&inancial Statements Contract Audits
Division: FSC-9865-8-000)1

NMFES Laboratory Network Needs Streamlining

The National Marine Fisheries Service strives to ensure the
conservation and management of the natibving marine resources
through a laboratory network of 29 facilities located within five regions:
Northeast, Southeast, Southwest, Northwest, and Alaska. These facilitie
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perform research, data collection, and analysis to assist NMFS in
accomplishing its goals. Many of these facilities are greatly in need of
repatr, and several renovation and new construction projects are planned
or underwag.

The OIG conducted a performance audit to assess streamlining and
reconfiguration opportunities within the NMFS laboratory netwdié.
evaluated the need for each facility to be at its current location, the overall
condition of each facilit, and the utilization of both current and planned
facilities.We also explored any special considerations related to individual
facilities.

We concluded that, in general, the NMFS laboratories are conducting
high-priority research in well-utilized facilitieg/e also identified several
opportunities for NMFS to streamline its field structure that could result in
a savings of approximately $6 million over two years, the period normally
used by this office to calculate savings for purposes of reporting under the
IG Act. Howeve, believing that a five-year periodfers a more useful
analysis for studies of this nature, we note that projected savings over five
years would be more than $25 millidie made the following recom-
mendations based on our observations of the five individual regions (see
illustration on the following page):

° Northeast We recommended closing the Milford, Connecticut,
laboratory and transferring its programs to the new James J.
Howard Marine Sciences laboratory in Sandy Hook, New yerse
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Southeast. Werecommended closing the National Seafood
Inspection Laboratory in Pascagoula, Mississippi, and transferring
thelaboratory in Oxford, Maryland, and most of its programsto
the State of Maryland. Programmatic work being done at Oxford
that would continueto be NMFS sresponsibility should be
transferred toits Beaufort, North Carolina, |aboratory. Wealso
recommended moving the programs and personnel from the Bay
St. Louis, Mississippi, and Panama City, Florida, laboratoriesinto
space to be vacated at the Pascagoulalaboratory.

Southwest. Werecommended vacating the Tiburon, California,
laboratory, as planned by NMFS, and the La Jolla, California,
laboratory dueto safety reasons, and transferring their programs
and personnel to Honolulu; Sand Point, Washington; Newport,
Oregon; and aproposed Santa Cruz, California, facility. Aspart of
thisrecommendation, the proposed Tiburon replacement facility at
Santa Cruz should be expanded to accommodate programs and
personnel from LaJolla.
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° Northwest. We considered the option of moving the programs for
the Seattle-based Montlake laboratory to the Sand Pointyaicilit
conjunction with the potential NMFS recommendation to relocate
some of Sand Poirstprograms to Auke Cape. Our analysis
revealed that this option should not be implemented because of
inadequate types and amounts of space available at Sand Point.

° Alaska. We disagreed with NMES plans to transfer some
programs from the Sand Point laboratory to the proposed Auke
Cape, Alaska, facility due to potential programmatic, utilization,
and cost inefficiencies.

In its recently submitted audit action plan, NOAA essentially disagreed
with all of our findings and recommendations, as well as our calculations
of the associated costs and benefits.found NOAN's aguments
unpersuasive and urged it to reassess its position and submit a revised
action planWe noted that our recommendations should be acted onin a
manner that supports the Deputy Secresadarch 16 memorandum on
the Departmens field dfice review. (Seattle Regional Office of Audits:
STL-8982-8-0001

CZM and NERRS Programs Require
Management Attention to Increase Effectiveness

NOAA's Coastal Zone Management (CZM) and National Estuarine
Research Reserve System (NERRS) programs are federal/state
partnerships through which the federal government, specificallyNOA
National Ocean Service, assists the states in exercising their responsibilities
in the coastal zone and adjoining estuarines. The states’ role is to protect
and promote the wise use of land and water resources in the coastal zone.
Currenty, 32 of the 35 coastal states, including those of the Great Lakes
and U.S. territories, have CZM programs that have been approved by
NOAA. Two additional state programs are in various stages of develop-
ment, and officials from the one remaining coastal state have expressed
interest in participating in the program.

An OIG evaluation of the CZM and NERRS programs found that
while NOAA was successful in getting the programs off the ground in the
1970s, the next decade was a difficult one, particularly for the CZM
program. During the 1980s, the executive branch made several attempts to
dismantle the program, but support and continued funding from the
Congress and the coastal states kept the program intact. In the 1990s, the
CZM program made a strong comeback with support from the current
administration, Congress, and states. The prograenvice to and
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relationships with state CZM managers and staffs have improved
dramatically, and collaborative outreach was extended to other NOAA
offices and federal agencies that have responsibilities in the coastal zone.

Although improvements have been made in the management and
operation of the CZM and NERRS programs, we found several issues and
concerns that warrant management attention:

° NOAA coordination to aid coastal management is deficient.
NOAA has not effectively provided coastal zone decision-makers
with objective science and evaluative techniques needed to make
critical decisions. In addition, the National Ocean Service’s Office
of Ocean and Coastal Resource Management (OCRM) and the
newly created Coastal Services Center need to work more closely
together to improve service to coastal constituents.

° Administration of CZM cooperative agreements warrants
attention. We found several cooperative agreement administration
areas that offer opportunities for streamlining, thereby permitting
more cooperative agreement funds to be spent on programmatic
rather than administrative duties. These include: (1) using multi-
year cooperative agreements, instead of the current annual
awards; (2) permitting oversight costs to overlap award periods;
and (3) improving the processing time on requests for no-cost
extensions of time on awards.

° Current coastal nonpoint source pollution provisions are
unworkable. In 1990 a new section was added to the Coastal
Zone Management Act to address the impacts of nonpoint source
pollution on the water quality of the coast. The new section’s
ambitious scope and time frame have generated significant
controversy, and the states are having problems developing coastal
nonpoint pollution programs under the statute. The current
requirements of the statute are not workable without
improvements, such as extending the time frames for program
implementation.

] The effectiveness of the CZM program has not been
measured.OCRM and the states have been unable to measure or
evaluate “on-the-ground” outcomes of the CZM program because
the necessary data has not been collected. OCRM needs to
develop a strategy to measure the effectiveness of the CZM
program, in order to understand what activities are best helping to
achieve the goals of the act and to make effective future decisions.
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° The full potential of the NERRS program is not being
realized. The NERRS program faces a number of challenges in
meeting its potential: (1) federal assistance has become inadequate
to support the programambitious goals; (2) NOAA has not fully
supported the use of NERRS sites for NOAA-funded research;
(3) the NERRS program needs to play a greater role in the
scientific community and achieve better utilization of its sites; and
(4) key education and research coordinator positions have been
left vacant, in some cases for several years, after the start-up of
new NERRS sites.

° An initiative to develop a coastal and marine management
computer information system lacks sufficient resourceslhe
lack of a computerized information tracking system hampers the
ability of OCRM and the grants management division to process
grant applications and evaluate performance reports from the
states. A new system is being developed to electronically process
grant applications and performance reports. Howeis prom-
ising new system has suffered setbacks because of insufficient
resources.

NOAA agreed with all of the repdstrecommendations. The bureau
either has taken steps that satisfy the intent of the recommendations or will
implement changes or procedures in the near fuidféice of Inspections
and RFogram EvaluationstPE-9044

State Deficient in Federal Reporting
on Coastal Zone Management Program

In July 1995, NOAA awarded a $2.3 million cooperative agreement to
a Northeastern state to assist in the development and implementation of an
effective coastal zone management program. The agreement required a
$2.1 million matching contribution from the state, bringing the total project
budget to more than $4.4 million.

The OIG conducted an audit of the projetivo-year performance
period, which ended June 30, 19%% found that the state (1) submitted
guarterly financial status reports to NOAA that did not accurately and
completely report its federal expenditures, (2) did not submit required
monthly federal cash transaction reports to NOAA, and (3) charged more
than $48,000 in questioned personnel, fringe benefit, and indirect costs,
including about $39,000 not allocable to the project and about $9,000 of
indirect costs that exceeded the approved budget.
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The state’s failure to accurately and completely report its federal
expenditures and cash disbursements has restricted NOAA's ability to
monitor compliance with the award’s financial provisions. When we
brought this matter to the state’s attention, it acknowledged the reporting
deficiencies and immediately addressed some of them by revising the
previously submitted quarterly reports to correctly report federal
expenditures. Nevertheless, we recommended that NOAA direct the state
to accurately and completely report its federal expenditures in financial
status reports for current and future CZM awards, and submit all required
federal cash transaction reports. We also recommended that NOAA
disallow questioned costs totaling $48,275, disburse $84,930 to the state as
its final award payment, and deobligate the remaining award funds of
$26,465 (Atlanta Regional Office of Audits: ATL-10278-8-0001)

Improvements Needed in NWS Severe Storm
Verification Process and Statistics

The National Weather Service helps protect the nation’s people and
property from the dangerous effects of severe and hazardous weather by
issuing severe weather and flood warnings, public forecasts, and
advisories. It measures the effectiveness of its forecasting and severe
storm warnings through its verification process—a quality control process
that essentially matches warnings to actual weather observations and
compiles statistical results of forecasting performance.

NWS has made major advancements in the 1990s with new
technology and modernized operations. Advanced radars, new computer
systems, and other technological advances associated with NWS’s
modernization efforts have substantially improved its access to critical data
and its ability to forecast weather events. In fact, today NWS issues twice
as many severe thunderstorm and tornado warnings as it did in 1990.
Unfortunately, NWS's severe storm verification process, which has
remained largely unchanged since its inception in 1979, does not reflect
NWS'’s modernized technology and field office structure, staffing, and
workload requirements.

The OIG conducted an inspection of the severe storm verification
system to assess whether the verification process and statistics are valid
and reliable measures of NWS severe storm forecasting performance, and
to determine whether NWS’s modernization efforts have improved the
accuracy of forecasting.

As part of our evaluation, we conducted a comprehensive survey of all
forecast office warning coordination meteorologists—the primary liaisons
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between weather forecast offices (WFOs) and the user community. Our
survey guestionnaire, developed in consultation with senior and cognizant
NWS personnel, provided considerable insight into the NWS process and
procedures for verifying severe and hazardous weather.

We found that NWS’s modernization initiatives have resulted in more
accurate forecasting; its verification statistics are vital indicators and, for
the most part, valid measures of performance; and non-technological
developments have also resulted in better forecasting and verification.
However, based on the results of our survey, which had a 91-percent
return rate, and other evaluation efforts, we concluded that the verification
of severe and hazardous weather forecasting can be done more efficiently.
We believe that with certain key changes and improved internal controls,
NWS can significantly enhance its verification data credibility and
dependability. Specifically, we recommended that NWS:

° Increase quality control to reduce the subjectivity of
verification information. We found that WFO information is
susceptible to inaccuracies and uneven quality. In addition, WFOs
lack a standardized review process, local storm reports are not
consistently entered correctly, verification training is inadequate,
and automated data checks are incomplete.

° Implement a verification system that provides immediate
feedback and reduce the backlog of unpublished data on
severe weather eventdNWS is not providing rapid feedback to
WFOs, eliminating redundant data input of local storm reports and
event information, or reducing the large backlog of unissued
publications that serve as NWS's historical climatological record.

° Reassess wind and hail warning thresholds to see if the
number of marginally severe storm warnings can be reduced
without any increased danger to public safety=rom 1990 to
1996, the number of warnings that just meet the minimum
threshold level for verification more than doubled. This increase
represents a disproportionately high percentage of the NWS/WFO
verification workload.

° Strengthen its headquarters and regional office oversight
roles and responsibilitiesNWS'’s Office of Meteorology should
reestablish its National Verification Committee to evaluate all of its
verification programs, revise its verification manual to include new
techniques, and update the requirements and goals of each
verification program area in its National Verification Plan.
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° Expand the National Hurricane Cente’'s verification efforts
and test its emergency backup preparednesshe Center needs
to systematically (1) verify and document the portion of each
warning area that did or did not receive hurricane force winds, and
(2) verify its hurricane model wind radii forecasts. In addition, the
Cente’s backup plan should be tested during the niésdemson
to ensure itsféectiveness in an engeng.

NOAA agreed with the repdgtfindings and recommendations, and
has taken several steps to address our con¢@ffice of Inspections and
Program EvaluationstPE-9255

NOAA Did Not Properly Record
Indirect Costs for Superfund Programs

Under an interagency agreement with the Environmental Protection
Ageng/, NOAA receives approximately $2 million annually froffrEs
Hazardous Substance Responaest Fund, commonly known as the
Superfund, to provide technical assistance and research on the risk to
coastal resources and ecosystems from hazardous waste sites and spills.

The Superfund Amendment and Reauthorization Act of 1986 requires
the OIG to conduct audits of all payments, obligations, reimbursements,
and other uses of the Superfuwée reviewed NOA's Superfund
interagency agreements for FYs 1995 and 1996 and found that costs billed
to EPA under the agreements were properly and accurately recorded, with
the exception of indirect costs.

We determined that NOAA is not in compliance witAEpolicy
regarding allowable indirect costs. Billings tBAcontain cheges for
general, agencywide indirect costs, which is in conflict with the terms and
conditions of the agreements arféfEpolicy guidanceWe also
determined that the audit of the Superfund interagency agreements could
be incorporated into the scope of N@A annual financial statement audit.
Past audit requirements under the Superfund statutes were superceded by
passage of the Chief Financidifiders Act of 1990. Current& policy is
to include tests of Superfund transactions within the scope of the annual
audit of financial statements required by the CFO Act.

We recommended that NOAA (1) clarif{PE s policy regarding
allowable indirect charges, and modify either the agreements or the billing
practices, and (2) request that future audits of R@4inancial statements
include stficient testing of NOAA/PA Superfund transactions to satisfy
Superfund audit requirements. Following the end of the reporting period,
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NOAA agreed with our recommendation that testing of Superfund
transactions be included in future audits of its financial staten{Setsttle
Regional Office of Audits$STL-10140-8-0001

Accounting System and Management Practices
Prevented Negotiation of Indirect Cost Rate

A nonprofit foundation was incorporatedWestVirginia in 1993 to
facilitate economic development in the state by promoting high-technology
industries and research facilities. The foundasi@ctivities focus on
research, education, and economic development. It has also constructed a
$12 million,110,000-square-foofffice and business incubator fagilit
financed in part with EDA grant funds.

Since its inception, the foundation has been awarded 15 grants and
contracts totaling about $22 million from federal, state, and private
sources. The Department of Defense was the foundstognizant
federal agency until October 1996, but did not audit or negotiate indirect
cost rates for the organization. At that time, Commerce became the
cognizant agency as a result of a $5.85 million NOAA cooperative
agreement made to the foundation to help the agency meet accelerating
demands for storage and retrieval of data maintained at national
environmental data centers. NOAA requested that the OIG review the
foundations indirect cost proposal and negotiate an indirect cost rate to be
used for the award\Ve also performed a survey to assess the adequacy of
the foundatiots financial management system.

The foundatiots accounting system and management practices, along
with unforeseen delays, prevented the negotiation of an indirect cost rate
for FY 1997 We found that the accounting system was not integrated and
was cumbersome and prone to eramd that the foundatitspro-
curement practices limited free and open competition. In addition, the
foundation did not report to EDA on its use of rental income earned on the
federally financed facilit and it improperly classified land improved with
federal funds as investment propert

In July 1997, NOAA and the foundation agreed to terminate the
cooperative agreement for the convenience of both parties. Under the
circumstances, the report recommendations with respect to the NOAA
project are now moot; howe®ur findings remain viable in connection
with the EDA funding and other federal awards, and we plan to address
them in a separate audit report to EDA. At N®#&request, we are also
conducting an audit of the foundatistermination claim and its actual
indirect costs(Atlanta Regional Office of Audit&TL-9259-8-0001)
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Government Obtains $3.15 Million Settlement
of Potential False Claims Act Suit

In March 1998, a NOAA contractor and its successor company agreed
to pay the United States $3.15 million to settle claims that the contractor
sold the government spare parts for the Next Generation Weather Radar
(NEXRAD) system at greatly inflated prices. The settlement resulted from
an OIG investigation which concluded that the contractor knew that prices
paid to a subcontractor for the parts were inflated when it passed on those
prices to the government in connection with the cost reimbursable portion
of its NEXRAD contract. We found that the contractor had agreed to pay
the inflated prices in exchange for receiving discounts from the subcontrac-
tor on other items it was purchasing under the fixed-price portion of the
contract.

Three months earlier, the United States filed suit against the
subcontractor in U.S. District Court for the Eastern District of Virginia,
charging the company with multiple violations of the False Claims Act
arising out of the same series of transactions. The lawsuit citggithe
pro quoarrangement between the subcontractor and contractor, and also
alleges that the subcontractor represented to the government that it did not
discount spare parts, when, in fact, it had previously offered and granted
such discounts to the contractor. A pretrial conference is scheduled for
July and it is anticipated that a trial date will be set at that {irm@ancial
Fraud Unit)

Federal Contractor Indicted for
False Statements and Conspiracy

A two-year investigation of a California manufacturer and distributor
of electronic components has resulted in indictments against the firm and
three of its employees for making false statements to the United States,
conspiracy, and mail fraud. A related company and one of its employees
were also charged. According to the indictments, the firm contracted to sell
high-reliability semiconductors to the government under a series of
contracts and subcontracts that required the semiconductors to be built and
tested according to various specifications. Instead of conducting required
tests and inspections, however, the firm directed that they be skipped,
altered, or falsified. This conduct was allegedly part of a conspiracy to
defraud the government by providing non-conforming parts which were
falsely certified as meeting all requirements. Some of the improperly tested
semiconductors were placed in units of the Department’s NEXRAD
system; others were used by the Department of Defense, Federal Aviation
Administration, and National Aeronautics and Space Administration.
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The indictments grew out of a joint investigative effort by the
Commerce and NASA OIGs, the Defense Criminal Investigative Service,
the Defense Contract Management Command, and the Army Criminal
Investigative CommangDenver Field Office of Investigations)

In Brief

Conviction and Sentencingln December 1997, a former NWS

employee was convicted of theft in U.S. District Court for the District of
Maryland after an OIG investigation disclosed that she had used an agency
bankcard to make personal purchases totaling more than $1,000. In March
1998, she was sentenced to two years’ probation and 50 hours of
community service, fined $150, and ordered to make full restitution to the
government(Silver Spring Field Office of Investigations)

Reprimand. A senior NOAA official received a letter of reprimand as the
result of an OIG investigation which found that he had used frequent flier
miles earned on official business for personal trgVédhshington Field

Office of Investigations)

Audit Reports Unresolved for Over Six Months

As of March 31, 1998, one financial assistance audit report and three
preaward contract audit reports had recommendations unresolved for more
than six months.

University of Hawaii

This financial assistance audit report, ATL-9999-5-0753 (see
September 1995 issue, page 99) was an OMB Circular A-133 audit that
guestioned $1.1 million of claimed costs. NOAA requested that resolution
be deferred until a final determination of the allowability of costs has been
made by the Defense Contract Audit Agency (DCAA). NOAA has
received the DCAA report and has submitted a draft audit resolution
proposal for OIG review. We have provided comments to NOAA and are
awaiting its response.

Preaward Contract Audit Report

The three NOAA preaward contract audit reports are discussed on
page 79.
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National Telecommunications
and Information Administration

The mission of the National
Telecommunications and
Information Administration is to
(a) serve through the Secretary of
Commerce as the principal
executive branch advisor to the
President on domestic and
international communications and
information policies, (b) ensure
effective and efficient federal use
of the electromagnetic spectrum,
(c) develop with other federal
agencies policies for international
communications and standards-
setting organizations, (d) serve as
the federal telecommunications
research and engineering center,
and (e) administer grants under
the Information Infrastructure
Grants Program and the Public
Telecommunications Facilities
Program.
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Audit of FY 1997 Financial Statements

The OIG contracted with a CPA firmto audit NTIA’s combined
statements of financial position asof September 30, 1997, and 1996, and
therelated combined statements of operationsand changesin net position
for theyearsthen ended. The firm expressed an unqualified opinion onthe
financial statements. Thefirm’ sreport oninternal controlsidentified no
material weaknesses or reportable conditions. Theresultsof the audit
clearly indicatethat NTIA hastaken major stridesinimprovingitsfinancia
and accounting practicesin recent years.

Our review of the overview to thefinancial statementsfound that it
detailshow NTIA supportsthethree themes contained in the Department’s
strategic plan and identifies performance measures, lists many accomplish-
ments by activity, and includes some discussion on financial position and
results. NTIA could improveitsdiscussion of resultsby strengthening
reported performance measurement data and enhancing the presentation of
information to facilitate trend anal yses and assessments of whether target
levelsof performance have been achieved. (Financial Statements
Contract Audits Division: FSC-9866-8-0001)

Awardee Did Not Complete Some Grant
Tasks and Incurred Questioned Costs

In October 1994, NTIA awarded agrant for approximately $400,000
toaregiona government association in Californiato support its program of
planning and organi zing agovernment information network using the
Internet. Thetotal project budget, including local matching funds, was
nearly $800,000.

In June 1995, an OI G investigation wasinitiated based upon an
anonymous allegation that the associ ation had misused federal grant funds
by directing employeesto charge timeto the grant when they were work-
ing on other projects. Whilethe allegationswere not substantiated, wedid
discover that the association was using questi onable accounting methods
during the grant period.

The OIG conducted afinancial audit of the award and found that the
association had incurred questioned costs of more than $138,000 because
it did not accumul ate costsin categoriesthat matched categoriesinthe
grant award budget. |n addition, although the association met overall grant
goals by establishing an information network onthe Internet, it failed to
complete two minor project tasks. We recommended that the Department
disallow the questioned costs and recover $65,000 in excess grant
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disbursements; assessthe significance of thetasks not completed, and
either modify the grant to eliminate the tasks or require the association to
completethem; and advisethe grantee to use cost categoriesfor
accounting purposesthat parallel cost itemsinfederal awards.

The association stated that requirementsfor project goalswere
fulfilled, and that adequate management control was maintained by
tracking the actual and budgeted costsfor each expense category. The
Department decided that the association’ sfailureto completethetwo
minor taskswas acceptable, but agreed that the association should change
its cost categories. (Denver Field Office of Investigations and Seattle
Regional Office of Audits: STL-9491-8-0001)

Allegations of Unallowable
Lobbying Costs Unfounded

NTIA requested the OI G to perform an audit of an October 1995
grant to aWest Coast organization, based on allegations of unallowable
lobbying that had been raised by acongressman, by aprivate organization,
and in hearings before aHouse subcommittee. NTIA awarded the
$400,000 grant, with a50-percent matching share requirement, as part of
its Telecommunicationsand Information I nfrastructure Assistance
Program. The grant was made to help the non-profit, member-funded
organi zation broaden accessto its on-line membership network viathe
Internet, establish anational training program, and conduct anational
outreach campaign.

We concluded that the grantee had not used grant fundsto lobby, as
defined in the applicablelaws and federal regulations, and that its
performancewasin accordancewith NTIA grant requirements. Wedid
find some minor unallowabl e costs charged to the NTIA project; however,
the charges were offset by amounts overmatched by the grantee and
additional valid project costsincurred but not charged to the project.
Accordingly, no costs were questioned, and our report wasissued without
recommendations. (Seattle Regional Office of Audits: STL-10522-8-0001)
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Staffing and Funding for the Office of
Spectrum Management Need Reevaluation

The OI G conducted an audit of the performance of NTIA’s Office of
Spectrum Management (OSM), which included adetailed review of its
funding, fee collection, and staffing practices. Although our field work
revealed no significant conditions meriting theissuance of an audit report,
wefound severa issueswarranting management’ s attention, whichwe
discussed in an October 1997 memorandum to the Assistant Secretary for
Communicationsand | nformation.

Specifically, resource assessmentsessentia for effectivelong-range
spectrum planning have not been performed; hardware and software have
not been maintained to meet current and future needs; and inadequate
support has been provided for national and international policy
development and execution. OSM al so lacksthe personnel to fulfill its
responsibility of ensuring that other federal agenciesare complying with
the conditions of their spectrum authorizationsand using thelimited
spectrum efficiently, or that radio interference problemsare quickly
detected and corrected. We noted that these deficiencies may be
exacerbated because alarge percentage of the OSM work force will
becomedligiblefor retirement within the next three years. Furthermore,
Interdepartment Radio Advisory Committee member agencies have not
promptly paid their FY 1997 spectrum management feesto NTIA.

We suggested that NTIA (1) evaluate the work that OSM has been
unableto perform, determine prioritieswithin the context of theagency’s
strategic plan, and begin planning to replace OSM staff who might retire
within the next threeyears; and (2) take appropriate action to collect
FY 1998 spectrum management feesin atimely fashion. (Economic
Development Audits Division)

Office of Spectrum Management Acted Properly
in Relocation and Licensing Decisions

The OIG conducted an audit of therole of OSM in the Federal
Communications Commission’ s (FCC) decisionsto rel ocate Digital
Electronic Messaging Servicelicensesand award alicenseto aspecific
company. We conducted adetailed review of OSM’ sactionsto determine
whether NTIA met its statutory responsibilitiesfor federal spectrum
management with respect to thesedecisions.
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Our audit work reveal ed no significant conditions meriting theissuance
of an audit report. We found that OSM officials acted properly and
protected government interests by offering spectrum for the FCC to usein
the Messaging Servicerelocation. OSM officialsalso followed established
proceduresfor consulting with the I nterdepartment Radio Advisory
Committee on the use of federal spectrum.

We noted, however, that an FCC licensing bureau had issued
Messaging Servicelicenseswithout the knowledge of FCC headquartersor
OSM officials, eventhough the technol ogy interfered with existing licenses
for federal government satellite operationsin two geographic areas. It a so
interfered with planned use by private-sector satellite communications
systemsfor which the U.S. government had negotiated an international
agreement. In aNovember 1997 memorandum to the Assistant Secretary
for Communications and Information, we suggested that NTIA work with
the FCC to establish area-timelicensing information system between FCC
licensing bureaus and OSM that would reduce the likelihood of issuing
licensesthat interfere with federal spectrum use. (Economic Devel opment
Audits Division)
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Patent and
Trademark Office

The Patent and Trademark Office
administers the nation’ s patent and
trademark laws. Patents are
granted, and trademarks
registered, under a system
intended to provide incentives to
invent, to invest in research, to
commercialize new technology,
and to draw attention to inventions
that would otherwise go unnoticed.
PTO also collects, assembles,
publishes, and disseminates
technological information disclosed
in patents.
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Better Space Planning Needed
for Proposed Consolidated Facility

In October 1995, PTO was granted congressional authorization to
procure up to a2.4 million-square-foot facility in northern Virginiato
consolidateitsfacilitiesand operations and accommodate space expansion
needs. In conjunction with the General Services Administration, PTO
plansto award acontract to a private devel oper to construct anew facility
or renovate an existing facility and leaseit back to PTO for aperiod of at
least 20 years. The solicitation for offerscallsfor the construction of the
building shell, to include basic el ectrical and mechanical systems, which
will be“built out” upon completion of theinterior design. It isanticipated
that the lease devel opment contract will be awarded in October 1998, with
occupancy to beginin November 2001.

The OIG conducted an inspection to determine whether PTOis
effectively managing the acquisition project, and if thefacility and space
expansion arejustified. Wefound that PTO is managing many aspects of
thelease/devel opment procurement well: The PTO/GSA procurement
strategy and its execution have generally been successful, and PTO has
supported the basic requirementsfor and benefits of the new lease
devel opment based onits needsfor modern, contiguous space.

However, we are concerned about the following aspectsof PTO's
planning and management of thismajor procurement:

1 Space Planning. Wefound that PTO hasfailed to (1) finalizeits
space requirements, (2) reach an agreement with one of itsmajor
employee unions over working conditionsrelated to spacerequire-
ments, and (3) factor in the potential savingsand efficiencies
possi ble through systems reengineering and automation.

Build-Out Risk. We are concerned that the methods PTO used
to pursuethe build-out of thefacility needlessly exposethe
government to increased cost risk. PTO’ sstrategy callsfor apool
of $88 million to be set aside for the build-out, funded through the
lease with the devel oper. However, the bureau also isplanning to
spend at least $29 millionin additional fundsfor upgraded building
systemsand interiors. Thisprocessisflawed becausethelease
development project lacksadefined cost ceiling. Also, build-out
specifications must be devel oped and issued by PTO upon award
of theleasein order to limit the government’ sexposureto
schedulerisk and thelikelihood of costly delaysand numerous
change ordersbecause of incompl ete specifications.
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L ack of Interagency Agreement and Department Over sight.
We aso found that PTO does not have aformal interagency
agreement with GSA. Without such an agreement, therearea
number of important undefined factorsthat could adversely affect
the project, including the fee structure for GSA'sefforts, PTO’s
rightsto turn back unneeded space, and GSA’srole as construc-
tion manager. In addition, the Department has not provided PTO
with sufficient real estate management oversight. In particular, the
Department failed to foresee PTO’ slate start and the slow
progress of itsunion discussions, which may delay award of the
contract.

We provided numerous recommendationsto address our concerns.
PTO agreed to most of our findings and recommendations, but disagreed
strongly with others. Specifically, PTO agreed to incorporate space savings
initsdraft Space Allocation Plan and execute an interagency agreement
with GSA. In addition, the Department has greatly increased its oversight
of the PTO facility project and recently added a chapter to itsreal property
management manual describingits policy regarding major facility projects.
However, PTO disagreed that the solicitation for offers, asdrafted, does
not set alimit on the government’ sliability for the build-out. PTO also
disagreed that failureto establish acontractua ceiling would increasethe
project cost to the government. Wefind PTO’ sarguments concerning
these two issues to be unpersuasive. (Office of Inspections and Program
Evaluations: IPE-9724)

PTO’s Information Systems Acquisition
Lacked Proper Transition Plans

In February 1997, PTO awarded a$511 million, eight-year System
Development and Maintenance (SDM) contract to two contractors, ending
its 13-year Automated Patent System contract effective December 30,
1997. The purpose of the SDM contract wasto consolidate APS and
various non-APS system contracts and to improve contractor performance
by maintaining ongoing competition for specifictasks. Crucia toPTO's
business of examining and disseminating patents, APS alows examiners,
attorneys, and the public to el ectronically search patent databasesand
enables PTO to service ordersfor patent and trademark documents. PTO
had relied on the previous contractor for almost every aspect of planning,
devel opment, deployment, and maintenance of APS. Thetwo SDM
contractsofficially began on May 15, 1997.
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The OIG performed aninspection during thetransition period to
evaluate whether PTO had made adequate preparations for the SDM
contractorsto assume the previous contractor’ s APS devel opment and
mai ntenance activities. Specifically, we reviewed three aspects of the
transition that were directly related to system devel opment and
maintenance: (1) transfer of APS materials, (2) training of the SDM
contractors, and (3) preparation for configuration management.

During our review, wefound that although progress had been made
during thetransition period, sufficient time and attention were not given to
thetransfer of SDM activitiesto the new contractors. In addition, the lack
of aconfiguration management plan had impeded APS devel opment and
maintenance. We recommended that PTO:

! Extend the APS contract for alimited period to ensurethat all
systemsweretransferred appropriately.

Develop and implement a configuration management plan that
included afinal determination of which configuration management
system the SDM contractorswould useimmediately after the APS
contract expired.

Apply lessons|earned to improve thetransition processfor non-
APS systems.

Increasetraining of the new SDM contractorsfor software
development and maintenance.

Improvethe quality control of transferred material and ensurethat
documentation deficiencieswereremedied.

Improve transition management through the devel opment of an
internal transition team.

PTO concurred with our first three recommendations. M ost
importantly, the APS contract was extended from September 30 to theend
of December 1997, giving the SDM contractors more time to learn about
APSfromtheoriginal contractor and fix APS problems. PTO also agreed
to rapidly complete devel oping A PS configuration management procedures
so that the SDM contractors were able to access and manipul ate the APS
application codein an efficient, orderly fashion.
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PTO disagreed with our other three recommendations, contending that
the SDM contractors have received adequate APS training, that the cost of
reviewing documentation for quality control istoo high, and that its current
transition management approach isadequate. (Office of Systems
Evaluation: OSE-10084)

Audit of FY 1997 Financial Statements

Initsaudit of PTO’sfinancia statements as of September 30, 1997,
and 1996, the OI G issued an unqualified opinion onthe FY 1997 principal
statements, indicating that the bureau has an internal control structurethat
facilitatesthe preparation of reliable accounting and financial information.

Our testsof PTO’ scompliance with selected provisions of applicable
laws and regulations disclosed no instances of material noncompliance.
Our review of the bureau’ sinternal control structure, however, disclosed
three mattersthat we deemed reportable conditions. The conditions
involved the need for PTO to improve proceduresrelated to property,
strengthen the analysisand monitoring of financial information, and deposit
cash receipts more promptly.

Thefact that two of these reportable conditions had been categorized
asmore serious material weaknessesin the prior year audit representsa
substantial improvement in internal controls. Despite thisimprovement, we
are concerned that several key financial management positions haveyet to
be permanently filled, most notably the A ssociate Commissioner and Chief
Financial Officer and the Director of the Office of Budget.

To continueto meet its commitment to preparing high-quality,
meaningful financial statements, PTO, like other agencies, will need to pay
particular attention to the accounting requirementsset forthin OMB
Bulletin 97-01 and GPRA. We commend PTO’sinitial effortsto meet
these new requirements. Besides participating asapilot for the preparation
of astrategic plan, PTO has begun to implement an activity-based costing
methodology to capture costsin away that should enableit to compile
financial and performance datain compliance with both the bulletin and
GPRA.. For example, the overview to the FY 1997 financial statements
effectively presented performance and financial measuresindicating the
bureau’ s successes and challenges. (Financial Satements Audits
Division: FSD-9755-8-0001)
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Increased Costs and Patent Pendency
Are Hampering Agency Productivity

Aspart of an OIG audit survey, abusiness analysis of PTO was
conducted to devel op an overview of agency financesand operationsin
order to evaluateitsfuture prospects. In performing theanalysis, we
focused extensively on financial and operational informationincludedin
PTO' saudited financial statementsand budgets.

Weidentified anumber of critical issuesfacing PTO and concluded
that significant problemsrelated to the patent business do not appear to be
adequately addressed. Three primary deficiencieswere highlighted in our
analysis—rising costs, increased patent pendency, and adisappointing
effort to automate and reengineer the patent process. The principal
conclusionsof our analysisareasfollows:

1 PTO isfully recoveringitscosts. In the three yearswe have
audited itsfinancial statements, PTO has shown revenuesin
excess of expenses.

PTO’soverall financial condition isgood, but its net position
(equity) isover stated. The agency maintains abank account with
abalance of morethan $500 million. However, we believethat
PTO’ snet positionisoverstated becauseit includesthe cumul ative
amount of surcharge revenuewithheld by the Congress, and such
funds are unlikely to bereturned to PTO.

The cost of processing a patent application hasincreased and
could eventually requirePTO toraiseitsfeesabovethe
inflation rate. The cost of processing apatent application
increased at an estimated annual rate of 10 percent between 1992
and 1996, apparently dueto patent automation and declining
productivity.

PTO’soverhead issignificant and growing. Although PTO
officialsmaintain that administrative costs have been cut sharply,
some elements of overhead, such as mailroom services, have
merely been contracted out, and others, such asadministration
and executive direction, have actually grown.
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Theproductivity of patent examinersisdeclining, further
increasing the cost of processing a patent. The number of
hours required to examine apatent hasincreased from 18.1 to
18.8 over the past fiveyears. PTO attributesthisdeclinein
productivity primarily to theincreasing complexity of technological
patent applications.

Bottleneckshave developed in the pre-exam and post-exam
process, contributingtotheincreasein pendency. The
backlogs of applicationsawaiting processing in the pre-examand
post-exam areas have grown more rapidly than those awaiting
actual examination. PTO management statesthat low FTE
ceilings have prevented it from hiring additional staff to handlethe
growing number of applications.

Automation efforts have been disappointing. PTO’ sstrategy to
solveitsoperational problemsthrough automation and reengineer-
ing has been ineffective. Many examinersstill prefer paper filesto
the automated system, and few reengineering projects have shown
results.

Trademark operationsar emor esound than patent

oper ations. Trademarks' costsof processing an application have
beenlevel, and it aso hasless overhead to support than patents as
its automation plans have been more modest. However, new
trademark applications are growing rapidly, making pendency a
potential problem.

Wewill use our analysisto plan futurework, and we suggested that

PTO management useit to identify areas most in need of management
attention asit worksto improve patent and trademark operations. (PTO
Audits Division)
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TECHNOLOGY ADMINISTRATION

Technology
Administration

The Technology Administration
serves the needs of technology-
based industry, advocates federal
actions and policies to speed the
transfer of technology from the
laboratory to the marketplace, and
removes barriers for commer-
cializing new technologies by
industry. It includes three major
organizations:

Office of Technology Policy. OTP
works to raise national awareness
of the competitive challenge,
promotes industry/government/
university partnerships, fosters
qguick commercialization of federal
research results, promotes
dedication to quality, increases
industry’ s access to and partici-
pation in foreign research and
development, and encourages the
adoption of global standards.
National Institute of Standards
and Technology. NIST promotes
U.S. economic growth by working
with industry to develop and apply
technology, measurements, and
standards. NIST manages four
programs: the Advanced Technol-
ogy Program, the Manufacturing
Extension Partnership Program, a
laboratory-based measurement
and standards program, and the
National Quality Program.
National Technical Information
Service. NTIS is a self-supporting
agency that promotes the nation’ s
economic growth and job creation
by providing access to voluminous
information that stimulates
innovation and discovery. NTIS
accomplishes this mission through
two major programs: information
collection and dissemination to the
public, and information and
production services to federal
agencies.
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Audit of TA’s FY 1997 Financial Statements

The OIG contracted with aCPA firm to audit TA's statements of
financial position as of September 30, 1997, and 1996, and therelated
statements of operationsand changesin net position for the yearsthen
ended. Thefirm expressed an unqualified opinion on the statements, and
reported no material weaknessesinitsreport oninternal controlsor
instances of noncompliancein itsreport on compliancewith lawsand
regulations. Theresultsof theaudit indicatethat TA hasbeen successful in
establishinginternal controlsthat facilitate the preparation of reliable
accounting and financia information.

Wereviewed adraft version of TA’soverview toitsfinancial
statements, and provided management with adiscussion paper highlighting
our recommendations. Specifically, we noted that TA could improveits
discussion of resultsby (1) improving thelinkage of itsresultstoitsgoals,
objectives, and target performancelevels, (2) strengthening its
performance measures, and (3) improving the presentation of information
tofacilitate trend anal yses and assessments of whether target level s of
performance have been achieved. TA management was responsiveto our
comments, making some changes, while stating that additional improve-
mentswill bemadein future overviews. (Financial Satements Contract
Audits Division: FSC-9868-8-0001)

Audit of NTIS's FY 1997 Financial Statements

Under acontract with the Ol G, aCPA firm audited NTIS s statement
of financial position as of September 30, 1997, and therelated statements
of operationsand changesin net position and cash flowsfor the year then
ended. Thefirm expressed an unqualified opinion on the statement of
financial position. However, NTISreceived adisclaimer of opinion onits
statements of operationsand changesin net position and cash flows
because of the carryover effect of the qualified opinion expressed on the
prior year statement of financial position.

Thefact that NTISreceived an unqualified opinion on its statement of
financial position representsamarked improvement in the bureau’s
financial management. However, intheir report on NTIS sinternal control
structure, the auditorsidentified five reportable conditions, all of which
have been reported in prior audits. These conditions dealt with the need
for NTIStoimprove controlsover inventory (material weakness), improve
controlsover cash disbursements, properly prepare and review reconcili-
ationswith Treasury Department records, devel op standard policiesand
procedures concerning elimination entries, and consistently apply policies
related to the recording of fees, revenues, and advances.
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Thefirm’ sreport on compliance with laws and regul ations noted two
instances of noncompliance: (1) NTIS sfinancial management systems
were not in compliance with the requirements of the Federal Financial
Management Improvement Act of 1996, and (2) NTIS did not report
certain reportable conditions, including amaterial weakness, inits

1997 Federal Managers Financia Integrity Act report.

Wereviewed adraft of the overview to NTIS sfinancial statements
and made a number of recommendations for improvement, some of which
the bureau implemented for the FY 1997 overview. Neverthel ess, further Technology
improvements could be madein future overviewsby including several Policy
yearsworth of datato facilitate trend analyses, comparing actual resultsto

target levelsof performance, and strengthening discussions of performance
and financia results, aswell asthe performance measuresthemsel ves.

Technology
Administration

Because of our concernsabout NTIS sfinancial position at year end
and prior year trends, the CPA firm expanded its audit scope to determine
whether the bureau could continue to operate as agoing concern through
FY 1998. Although thefirm concluded that NTISwill be*“intheblack” at
theend of FY 1998, we believethat the bureau’ sfinancial position needs
to be closely monitored by management. If NTIS continuesto lose money
at the current rate, it may not have sufficient fundsto sustain operations
through FY 1999. (Financial Statements Contract Audits Division:
FSC-9867-8-0001)

Audit of NIST's FY 1997 Financial Statements

A CPA firm audited NI ST’ s combined statements of financial position
as of September 30, 1997, and 1996, and the related combined statements
of operations and changesin net position for the yearsthen ended. The
firm expressed an unqualified opinion onthefinancial statements, which
indicatesthe agency’ s progressin meeting the goalsand objectives of the
CFOAct.

Theauditors' report oninternal controlsidentified no materia
weaknesses, but one reportabl e condition: the need to appoint a Chief
Financial Officer. During FY 1997, the CFO position wasfilledona
temporary basisby two individuals, and the appointment of a permanent
CFOistill pending. The auditorsal so identified anumber of weaknesses
inthe security of NIST’ sinformation systems. These significant financial
management challengeswill requirethe attention and leadership of a
permanent CFO.
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Wereviewed adraft of the overview to NIST’ sfinancial statementsand
made a number of recommendationsfor improvement. In particular, NIST
can still strengthen its presentation of performanceresults. NIST was
responsiveto our recommendations, making some changesto the FY 1997
overview and indicating awillingnessto makefurther changesin future
years. (Financial Statements Contract Audits Division: FSC-9864-8-0001)

Accounting System Surveys and Audits
of NIST Financial Assistance Recipients

Asnoted in earlier issues of thisreport, the Ol G has been performing a
series of accounting system surveysof first-timerecipientsof financia
assistance awards under NIST’ s Advanced Technology and Manufacturing
Extension Partnership programs (see, for example, September 1997 issue,
page 49). During this semiannual period, key aspects of our work on NIST
financial assistance programsinvolved conducting surveysof MEP
recipients accounting systems, responding to acongressional request
seeking information on potential “doublebilling” infederal research and
technology programs, and conducting acloseout audit of arecipient of an
ATP cooperative agreement.

Manufacturing Extension Partnership Program

The 11 surveysreported on during this semiannual period covered
projectsthat had award periods of two to three years and total estimated
costsexceeding $51 million, with afederal sharethat could ultimately be as
much as $24 million. Eight of the surveysidentified weaknessesin the
recipients’ financial management and accounting systems, most commonly
thefailureto supply or document matching share funds, to properly claim
and document allowable costs, and to implement adequate administrative
policiesand procedures.

Almost without exception, thereci pients concurred with our findings
and agreed to take prompt corrective actions. |dentifying these weaknesses
early inthe award periodswill help prevent future problems and avoid
guestioned costsin later audits. (Denver Regional Office of Audits: DEN-
9365-8-0001, DEN-9555-8-0001, DEN-9556-8-0001, DEN-9641-8-0001,
DEN-9858-8-0001, DEN-9945-8-0001, DEN-9957-8-0001, DEN-10061-8-
0001, DEN-10070-8-0001, DEN-10071-8-0001, and DEN-10116-8-0001)

Congressional Request Related to Double Billing

At therequest of the Chairman of the House Science Committee, we
provided information on the operations of three Department programs: ATP,
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MEP, and the Small Business I nnovation Research program. Thefirst two
programs are unique to the Department of Commerce, whilethethird
operates governmentwide. The Committee’ s concern wasthat companies
might bereceiving financia assistance from morethan onefederal source
for the same or similar proposals, thereby increasing therisk of illegal
doublebilling.

In examining NIST records, we found that no companies had received
awardsfrom all three programs and that only four had received awardsin
the samefiscal year from two of the programs. Our audits of these four
small businessesfound no doublebilling. (Denver Regional Office of
Audits: DEN-10128-8-0001, DEN-10129-8-0001, DEN-10130-8-0001,
and DEN-10131-8-0001)

Advanced Technology Program

At NIST’ srequest, we also conducted afinal closeout audit of an ATP
cooperative agreement that had atotal estimated federal share of nearly
$2 million. We recommended that NI ST disallow about $103,000in
questioned costs and deobligate about $1.4 million of unexpended funds
under the award. (Denver Regional Office of Audits: DEN-8970-8-0001)

Acting IG Testifies on Audit and
Inspection Work at NIST and NTIS

On February 26, 1998, the Acting I nspector General testified at a
hearing held by the House Science Committee’ s Subcommittee on
Technology on the Technology Administration’ sbudget. Hisstatement
focused on threeimportant TA program areas: NIST’ s Capital Improve-
ments Facilities Program, NIST’ s Advanced Technology Program, and
NTIS splansto become a performance-based organization.

In discussing the CIFP, the statement described the series of major
reportswe haveissued in recent years and provided the current status of
NIST’ sconstruction and renovation program (see page 11). The statement
also highlighted the OI G’ srecent work on NI ST accounting system
surveys (seepage62); NIST’ s processesfor selecting, monitoring, and
evaluating awards (see September 1995 issue, page 71, and March 1996
issue, page 60); the accounting practices of joint ventures (see September
1997 issue, page 50); and NIST’ sadministration of itsauthority to issue
multi-year awards (see September 1997 issue, page 48). Also discussed
were our concernsabout NTIS sability to meet the prerequisites of
becoming a performance-based organization—acl early defined mission
and the ability to generate sufficient revenuesto support business
operations (see September 1997 issue, page 52).
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NIST Properly Handled Superfund
Interagency Agreement with EPA

Under interagency agreementswith the Environmental Protection
Agency, NIST conductstechnical research to devel op methodsto
counteract the effects of toxic waste spills. Funds appropriated for these
agreements are made availabl e through the Hazardous Substance Response
Trust Fund, known asthe Superfund, which isused to identify the nation’s
hazardouswaste sites, assign prioritiesto therisksthey create, and work to
eliminatethoserisks.

The Superfund Amendments and Reauthori zation Act of 1986
requiresthe OIG to audit al Department of Commerce payments,
obligations, reimbursements, and other uses of the Superfund annually to
ensurethat it isbeing properly administered. During this semiannual
period, we conducted an audit to determine whether NIST had properly
managed the financial aspects of itsone Superfund agreement entered into
with EPA during FY 1997.

We determined that NIST had accurately accumulated, documented,
and charged the Superfund for reimbursabl e costs under the agreement;
funds had been received in advancefor all work performed; the agency
wasin compliancewith therelevant financial provisionsof thelegidation
that created the Superfund and the terms and conditions of theinteragency
agreement; and controls over Superfund activitieswere adequate. Asa
result, we made no recommendations. (Economic Devel opment Audits
Division: EDD-10268-8-0001)

Audit Reports Unresolved for Over Six Months

Asof March 31, 1998, there were eight financial assi stance audit
reportswith recommendations unresol ved for more than six months.

Seven of the eight reportsare on joint venture ATP awards, in which
we questioned atotal of $9.8 millionin claimed costsgenerally involving
transactions by software devel opment compani esthat provided licenses,
software maintenance and support, or other itemsfrom acommercial
product line, for use on the projects (DEN-9752-7-0001, DEN-9760-7-
0001, DEN-9767-7-0001, DEN-9774-7-0001, DEN-9776-7-0001, DEN-
9779-7-0001, and DEN-9827-7-0001—see September 1997 issue,

page 50).
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Themainissue concernsfederal cost reimbursement rulesthat do not
permit financial assistance award recipientsto bereimbursed for previously
invested devel opment costs, corporateinterest expenses, or profit—all of
which can be significant ingredients of software commercial prices. We
worked closely with NIST grant and program officialsto devel op anew
rule, effective December 9, 1997, that addresses prospectively the
valuation of transfers of goods and services, including computer software,
between separately owned joint venture members. On March 27, NIST
submitted audit resolution proposalsfor the seven audits, and we arein the
process of evaluating the proposals.

Onefinancial assistanceinterim audit of aTexasjoint venture
participant questioned a$125,655 “ cost of money” cost because it was not
specifically identified in acost proposal relating to the award under which
thiscost was claimed (DEN-9768-7-0001). NIST presented itsviewsinan
audit resolution proposal received at the close of thisreporting period. We
arereviewing the proposal.

March 1998 Commerce IG Semiannual Report

65



Departmental Management

CFO and

Asst. Secretary
for Administration

" Budaer. ) securite and )
Budget, Security and
Management Administrative
and Information Services
Exee. Budaetino) SR
Exec. Bngetlng Financial
and Assistance
Management
Management
A o )
Systems and Human
Telecom. Resources
Management Management
) Y
Acquisition Civil
Management Rights
66

Financial Statements Audits

TheOlGisresponsiblefor thefinancia statementsaudit of the
Department of Commercein accordance with the CFO Act, as expanded
by the Government Management Reform Act. During this semiannual
period, the Department prepared its second consolidated financial
statements, on which we disclaimed an opinion (see page 68).

I'n addition to reporting on the Department’ s consolidated financial
statements, weissued anindividual audit report for each bureau.
Unqualified opinionswerereceived by BEA/ESA, MBDA, NIST, NTIA,
PTO, TA, the Department’ s Working Capital Fund, and the Department’s
Salariesand Expenses Fund. BXA, Census, and NTISreceived unqualified
opinionson their balance sheetswith disclaimerson their income
statements. EDA and NOAA received qualified opinionson their balance
sheetswith disclaimerson their income statements. Disclaimers of opinion
were received by the Department’ s Franchise Fund and I TA.

The Department has strengthened itsfinancial management over the
prior year asindicated by six bureausreceiving improved audit opinions, as
showninthe chart on thefollowing page. In addition, the overall number
of audit findings has decreased over the past several years. Despitethis
improvement, we remain concerned with the Department’ s ability to reach
an unqualified opinion onitsconsolidated statements, given the upcoming
reporting requirementsincluded in GPRA and OMB Bulletin 97-01.

Wereviewed the FY 1997 financial statement overviews prepared for
the Department and itsindividual bureaus, and offered suggestionsfor
improvement, many of which wereincorporated. Our reviewsfound that
the overviewsgenerally did not provide sufficient performance and
financial measuresto provide clear descriptions of program and financial
results. While some bureaus have made progressin devel oping perform-
ance measures and presenting performance results, further improvements
areneeded. Areasidentified for improvement include (1) expanded usage
of outcome and cost-effectiveness measures, (2) improved discussion of
financial performance and results, (3) closer linkageto strategic goalsand
objectives, and (4) additional discussion of management plansto address
identified deficiencies. Bureaus could also improvetheir presentation of
performanceresultsto facilitate trend analyses and assessments of whether
target level s of performance have been achieved.

Wewill work with the Department and the bureaus to ensure that their
corrective action plansaddresstheir internal control weaknesses. In
addition, wewill continueto assessthe Department’ sand the bureaus
progressin addressing the new reporting requirements.
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Entity FY 1992 FY 1993 FY 1994 FY 1995 FY 1996 FY 1997
Department Disclaimer Disclaimer
BEA Survey Balance Sheet | Balance Sheet | Unqualified Unqualified Unqualified
Disclaimer Unqualified
BXA Survey Disclaimer Disclaimer Balance Sheet
Unqualified; Income
Statement Disclaimer
Census Survey Limited Scope | Disclaimer Balance Sheet | Balance Sheet Balance Sheet
Qualified Qualified; Income Unqualified; Income
Statement Disclaimer | Statement Disclaimer
EDA Limited Scope | Balance Sheet | Disclaimer Disclaimer Disclaimer Balance Sheet
Disclaimer Quialified; Income
Statement Disclaimer
ESA Survey Balance Sheet | Balance Sheet | Unqualified Unqualified Unqualified
Disclaimer Unqualified
Franchise Fund Disclaimer
Gifts & Disclaimer *
Bequests
ITA Survey Limited Scope | Disclaimer Disclaimer Disclaimer Disclaimer
MBDA Survey Balance Sheet | Unqualified Unqualified
Unqualified
NIST Limited Scope | Balance Sheet | Unqualified Unqualified Unqualified Unqualified
Unqualified
NOAA Survey ki Disclaimer Disclaimer Disclaimer Balance Sheet
Qualified; Income
Statement Disclaimer
NTIA Survey Balance Sheet | Unqualified Unqualified Unqualified Unqualified
Unqualified
NTIS Unqualified Unqualified Unqualified Unqualified Balance Sheet Balance Sheet
Qualified; Income Unqualified; Income
Statement Disclaimer | Statement Disclaimer
PTO Survey Balance Sheet | Unqualified Unqualified Unqualified Unqualified
Unqualified
S&E Disclaimer Balance Sheet Unqualified
Qualified; Income
Statement Disclaimer
TA Balance Sheet | Unqualified Unqualified
Unqualified
WCF Survey Balance Sheet | Balance Sheet | Unqualified Unqualified Unqualified

Disclaimer

Unqualified

Note: Definitions of the types of opinions appear on page 94.
*  An audit could not be performed.
** In FY 1993, we performed balance sheet audits of two NOAA entities —the Coastal Zone Management

Revolving Fund and the Fishing Vessel Obligation Guarantee Program.
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Audit of the Department’'s FY 1997
Consolidated Financial Statements

The OIG issued a disclaimer of opinion in its audit of the Commerce
FY 1997 consolidated financial statements because of management’s
inability to support certain account balances and deficiencies noted in the
Department’s internal control environment. Our internal control review of
the Department disclosed 10 reportable conditions, of which 7 were con-
sidered material weaknesses. The conditions dealt with the need for the
Department to improve its financial management, systems, reconciliations,
preparation of the consolidated financial statements, and procedures for
the overview section of the statements. Improvements are also needed in
controls over property; inventories; cash receipts and accounts receivable;
obligations/undelivered orders, accounts payable, and expenses; and the
identification of potential contingent liabilities and unasserted claims.

Implementation of Statement of Federal Financial Accounting
Standards No. 5 and Interpretation of Federal Financial Accounting
Standards No. 2 required the Department and its bureaus, beginning in
FY 1997, to repordll contingent liabilities associated with their operations,
including transactions that are chargeable to the Treasury Department’s
Judgment Fund. However, departmental and bureau management were not
sufficiently prepared for implementation of this standard. A significant,
coordinated effort among the Office of General Counsel, the Office of
Financial Policy and Assistance, and the OIG was initiated to address the
challenge of meeting this new reporting requirement. This issue was a
major factor contributing to the Department’s inability to meet OMB'’s
March 1, 1998, deadline for the issuance of audited financial statements.

In performing tests of compliance with selected provisions of
applicable laws and regulations that may materially affect the consolidated
statements, we noted several material instances of noncompliance.
Specifically, we found that the Department was not in compliance with the
Federal Financial Management Improvement Act of 1996, in part because
it does not meet the requirements for a single, integrated financial system.
Moreover, itis not in compliance with the Information Technology
Management Reform Act of 1995, in part because a permanent Chief
Information Officer has not been designated. In addition, similar tests of
the individual bureaus disclosed material instances of noncompliance at
ITA (see page 31) and NOAA (see page 38).

The Department concurred with our findings and our recommenda-

tions for corrective action and will prepare an audit action plan to address
those recommendations.
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To achieve an unqualified opinion in future years, the Department
must meet the requirements set forth in OMB Bulletin 97-01. The bulletin
poses tremendous challenges for the Department, particularly in its
requirement that costs be reported in a new way—»by suborganizations and
programs, which are to be based on the missions and outputs described in
the Departmers strategic and annual plans and its budget structures.
(Financial Statements Audits DivisioRSD-9753-8-000)L

Audit of the WCF and S&E Fund
FY 1997 Financial Statements

The OIG performed audits of the General Administrativorking
Capital Fund (WCF) and Salaries and Expenses Fund (S&E) financial
statements for the year ended September 30, ¥@9i&sued unqualified
opinions on the financial statements for both funds. The statements were
prepared by NISTB Ofice of Comptrolle, which provides accounting
services for the funds. Both funds are managed by the Deparment
Office of Executive Budgeting under the same internal control structure
and procedures for compliance. Thus, the findings in our reports on
internal control structure and on compliance with laws and regulations
apply to both funds, unless otherwise specified.

Although progress continues to be made to improve the gualit
usefulness, and timeliness of the funds’ financial and performance
reporting, our review of the internal control structure identified seven
reportable conditions related to (1) controls over property (material
weakness); (2) controls over inventory for the WCF; (3) the basis for cost
allocation rates and supporting documentation for the WCF; (4) controls
surrounding obligations/undelivered orders, accounts payable, and
expenses; (5) the analysis, monitoring, and review of financial information;
(6) procedures for the overview section of the financial statements; and
(7) controls over the Financial Accounting and Reporting System at the
Office of Computer Services (OCS). Five of the seven reportable
conditions, including the material weakness, were repeat conditions from
prior auditsWe also identified one material instance of noncompliance
with laws and regulations, in that the funds were not operating in
conformance with the Federal Financial Management Improvement Act.

In addition, we were concerned that the funds’ overviews to the
financial statements were lacking sufficient financial performance measures
to comply with GPRA requirements. For example, the few measures that
were included were not presented in a manner that adequately reflects the
funds’ successes or challengéBinancial Statements Audits Division:
FSD-9754-8-0001L
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Audit of the Franchise Fund'’s
FY 1997 Financial Statements

The Franchise Fund was established under the Government
Management Reform Act of 1994 as a pilot program to provide common
administrative services. The program’s goal is to promote entrepreneurial
business activities in common administrative services throughout the
federal government, leading to a more competitive environment, which
should in turn result in lower cost, higher quality, and more timely services.
The services are to be provided on a full-cost-recovery basis, with no
start-up appropriations.

In May 1996, OMB approved the Department as one of the six
Franchise Fund pilot programs. The pilot involves projects in two
Commerce entities—NOAA's Administrative Support Centers and the
Office of the Secretary’s Office of Computer Services. GMRA requires
that the pilot program be audited; our audit of the FY 1997 statements was
the first audit of the Fund. We expressed a disclaimer of opinion on the
financial statements as of September 30, 1997, and for the year then
ended. As explained in the report on internal control structure, significant
internal control matters need to be addressed by the Franchise Fund'’s
management to achieve the financial management objectives of the
CFO Act, as amended by GMRA.

Our internal controls review of the Fund for the FY 1997 audit
disclosed six reportable conditions, of which four are considered material
weaknesses. The material weaknesses include the lack of an effective
management structure to establish proper financial management control
over Fund operations; inadequate controls over obligations/undelivered
orders, accounts payable, and expenses; inadequate controls over cash
receipts, accounts receivables, and revenues; and inadequate controls over
capital assets. The remaining two weaknesses include the need to improve
controls over automated data processing security and to strengthen the
overview section of the financial statements.

We also found two material instances of noncompliance with
applicable laws and regulations: (1) Certain aspects of OCS’s procurement
process were under review by the OIG and, at the time, we were unable to
assess the impact of that issue on the financial statements; and (2) the
Fund was not in substantial compliance with the Federal Financial
Management Improvement Act of 1996, in that the Department’s financial
management systems are inadequate.
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We made recommendations to address the above deficiencies.
Management agreed with our findings and recommendations and expressed
its intent to take the necessary actions to obtain an unqualified opinion.
(Financial Statements Audit Division: FSD-10240-8-0001)

Office of Computer Services Needs
Stronger Operational Controls

The Department’s Office of Computer Services, located in Springfield,
Virginia, provides data processing support for several financial application
systems, including the Financial Accounting and Reporting System. Various
Commerce entities utilize this system to produce their fiscal year-end
financial statements.

As part of the OIG’s FY 1997 consolidated audit of the Department,
we performed a review of OCS operations to evaluate the effectiveness of
general controls surrounding the Financial Accounting and Reporting
System and Commerce financial data processing. The review focused on
evaluating the adequacy and effectiveness of controls for mainframe
system logical and physical security; computer center management and
operations; software configuration management; and backup, recovery,
and contingency planning.

We found several control issues that, if not resolved, could adversely
affect the Department’s ability to record and report financial data
consistent with management’s assertions. We identified controls needing
improvement in OCS's entity-wide security program, access to the system,
segregation of duties, system software, and service continuity.

We made numerous recommendations to OCS management to
improve operations. Management concurred with our findings and
recommendations and has provided a draft audit action plan detailing its
planned corrective actiongFinancial Statements Audits Division:
FSD-10021-8-0001)

Review of the Department’s
Discretionary Funding Programs

The Chairman of the Senate Committee on Commerce, Science, and
Transportation requested that the OIG conduct a review of all of the
Department’s funding programs to assess how discretionary funding
decisions are made. Specifically, he asked that we review and report on
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what criteria have been developed to guide Department officials in making
such decisions and the extent to which the criteria are being applied. The
Chairman was particularly interested in learning of discretionary funding
programs that either have no formal merit-based criteria or have criteria
that are not being properly applied.

Technically, all Commerce financial assistance programs are
discretionary, rather than entitlement, programs. Six Commerce agencies—
EDA, ITA, MBDA, NIST, NOAA, and NTIA—administer 71 categorical
grant programs providing about $1 billion a year in financial assistance to
state and local governments, nonprofit and for-profit organizations, and
individuals. Authorizing program legislation and agency policies,
regulations, and solicitation, review, and selection procedures provide for
varying degrees of discretion in making awards under the programs.

The OIG plans to meet the Chairman’s request by systematically
reviewing and reporting on all 71 grant programs. The review methodology
will initially entail identifying (1) all programs for which competition or
merit-based selection is significantly limited by the authorizing legislation,
and (2) all earmarked projects, in order to determine their significance and
impact in limiting competition or merit-based selection for program funds.

For each program for which the authorizing legislation or earmarks do
not significantly limit competition or merit-based selection, we will evaluate
agency procedures for soliciting, reviewing, and selecting proposals to
determine if they comply with legislative intent and criteria, and evaluate
whether they are designed to result in competitive or merit-based
selections. We will issue a survey report during the next semiannual period
on the results of this work.

For the programs that have solicitation, review and selection
procedures which, if followed, should result in competitive or merit-based
selections, we will review a representative sample of the solicitation,
review, and selectiopracticesfor FY 1997 awards to determine if the
procedures were followed. As for the programs thatattnave compe-
titive or merit-based procedures or hinedequatgrocedures, we will
review a representative sample of the FY 1997 awards to determine how
the funded proposals were selected. We will issue individual reports on the
various agency programs, followed by a capping report summarizing the
results of our overall reviewOffice of Audits)
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OIG Completed Project on Procedures for
Prescreening Financial Assistance Recipients

As discussed in our previous report (see September 1997 issue,
page 57), the Commerce OIG was instrumental in completing a survey
report highlighting the procedures used by Offices of Inspector General
and their respective agencies to prescreen federal financial assistance
recipients. The survey report was an initiative of the President’s Council
on Integrity and Efficiency’s Inspection and Evaluation Committee. The
objective of the report was to identify the best practices used by individual
organizations, so that other OIGs and agencies will have an opportunity to
adopt such practices in their review procedures for federal assistance
awards.

We were responsible for conducting a survey to identify successful
technigues used by OIGs and their respective agency grant and loan
offices to identify and screen out potentially problematic recipients of
federal grants, loans, loan guarantees, or cooperative agreements before
they receive federal funding.

Although most OIGs that participated in the survey do not have an
active prescreening process, they expressed strong support for greater
coordination in identifying problem recipients of federal financial assist-
ance. We recommended that the President’s Council conduct a review to
determine the feasibility of the IG community developing an interagency
database to facilitate the exchange of information on problem grantees and
loan recipients(Office of Inspections and Program Evaluations)

Preaward Financial Assistance Screening

We continue to work with the Office of Executive Assistance
Management, NOAA and NIST grant offices, and EDA program offices to
screen all of the Department’s grants, cooperative agreements, and loan
guarantees before award. Our screening (1) provides information on
whether the applicant has unresolved audit findings and recommendations
on earlier awards, and (2) determines whether a name check or investi-
gation has revealed any negative history on individuals or organizations
connected with a proposed award.

During this period, we screened 707 proposed awards. On the basis of
information we provided, the Department delayed the awards, or desig-
nated certain recipients as “high risk” and required that the disbursement
of federal funds be on a cost reimbursement b@Bffice of Audits)
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Preaward Screening Results
Results Number Amount
Awards delayed 4 $14,352,284
Cost reimbursement basis 3 1,311,500
Indirect Cost Reviews

OMB has established a policy whereby a single federal agency is
responsible for the review, negotiation, and approval of indirect cost rates
for federal programs. Normally, the federal agency providing the most
direct funding is the cognizant agency. OMB has designated Commerce as
the cognizant agency for 280 economic development districts. In turn, the
Department authorized the OIG to negotiate indirect cost rates and review
cost allocation plans for each of its agencies. The OIG approves the
methodology and principles used in pooling indirect costs and establishing
an appropriate base for distributing those costs to ensure that each federal,
state, and local program bears its fair share.

During this period, the OIG negotiated 18 indirect cost rate agreements
with nonprofit organizations and governmental agencies, and reviewed and
approved 21 cost allocation plans. We also provided technical assistance to
recipients of Commerce awards regarding the use of rates established by
other federal agencies and their applicability to our awards. Further, we
have worked closely with first-time for-profit recipients of Commerce
awards to establish indirect cost proposals that are acceptable for OIG
review. (Atlanta Regional Office of Audits)
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Nonfederal Audit Activities

In addition to OIG-performed audits, the Department’s financial
assistance programs are audited by state and local government auditors and
by independent public accountants. OMB Circulars A-228lits of State
and Local Governmentand A-133 Audits of Institutions of Higher
Education and Other Non-Profit Institutiorsgt forth the audit
requirements for most of these entities. Entities that are for-profit
organizations and receive ATP funds from NIST are audited in accordance
with Government Auditing StandardadNIST Program-Specific Audit
Guidelines for ATP Cooperative Agreemeigsyed by the Department.

Circular A-133 was revised in June 1997. The revised circulalits
of States, Local Governments, and Non-Profit Organizati@ssjnds the
previous Circular A-128 and incorporates that circular’s requirements and
previous A-133 requirements into one document. It also raises the
threshold for requiring an audit, and directs that entities submit reports
directly to a federal clearinghouse instead of the Department. The revised
Circular A-133 is effective for fiscal years beginning after June 30, 1996.

During this semiannual period, we received a total of 278 audit reports
prepared by nonfederal auditors. All reports received during this period
were prepared under the previous Circular A-128 and Circular A-133
requirements. We also had 84 unprocessed reports from the last semian-
nual period. For 177 of these reports, the Department is responsible for
monitoring compliance with the two OMB circulars and NIST'’s require-
ments applicable to its financial assistance. The other 185 reports are from
entities for which other federal agencies have oversight responsibility. We
examined 264 reports during this period to determine whether they con-
tained audit findings on any Department programs.

Report Category Number
Pending (October 1, 1997) 84
Received 278
Examined 264
Pending (March 31, 1998) 98

March 1998 Commerce IG Semiannual Report 75



Departmental Management

The following table shows a breakdown by bureau of the $168 million
in Commerce funds audited.

Bureau Funds

EDA $72,248,781
ITA 607,153
MBDA 765,053
NOAA 34,320,137
NTIA 4,625,515
TA 8,421,336
NIST 46,913,574
Total $167,901,549

We identified a total of $1,333,820 in questioned costs. In most
reports, the Department’s programs were considered non-major, resulting
in limited transaction and compliance testing against laws, regulations, and
grant terms and conditions. The 18 reports with Commerce findings are
listed in Appendix B-1.Atlanta Regional Office of Audjts
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INDEX

The Inspector General Act of 1978, as amended (1988), specifies reporting requirements for

semiannual reports. The requirements are listed below and indexed to the applicable pages.

Section Topic Page
4(a)(2) Review of Legislation and Regulations 78
5@)(2) Significant Problems, Abuses, and Deficiencies 17-76
5@@)(2) Significant Recommendations for Corrective Action 17-76
5@@)(3) Prior Significant Recommendations Unimplemented 78
5()(4) Matters Referred to Prosecutive Authorities 17-76
5(a)(5) and 6(b)(2) Information or Assistance Refused 79
5(a)(6) Listing of Audit Reports 87-93
5@)(7) Summary of Significant Reports 17-76
5(a)(8) Audit Reports—Questioned Costs 83, 86
5@@)(9) Audit Reports—unds to Be Put to Better Use 84, 85
5()(10) Prior Audit Reports Unresolved 15, 79
5@)(11) Significant Revised Management Decisions 15, 80
5@)(12) Significant Management Decisions with Which the OIG Disagreed 80
The OIG is also required by section 804(b) of the Federal Financial Management Improvement Act of 1996
to report on instances and reasons when an agency has not met the dates of its remediation plan. Our
discussion of the act appears on page 9.
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Section 4(a)(2): Review of Legislation
and Regulations

This section requires the Inspector General of each agency to review
existing and proposed legislation and regulations relating to that
agency’s programs and operations. Based on that review, the Inspector
General isrequired to make recommendations in the semiannual report
concerning the impact of such legidation or regulations on the economy
and efficiency in the administration of programs and operations
administered or financed by the agency or on the prevention and
detection of fraud and abuse in those programs and operations. Our
recommendations on legislative and regulatory initiatives affecting
Commerce programs are discussed throughout the report.

Section 5(a)(3): Prior Significant
Recommendations Unimplemented

This section requires an identification of each significant
recommendation described in previous semiannual reports on which
corrective action has not been completed. Section 5(b) requiresthat the
Secretary transmit to the Congress statistical tables for audit reports for
which no final action has been taken, plus a statement that includes an
explanation of the reasons final action has not been taken on each such
audit report, except when the management decision was made within the
preceding year.

Prior Inspector General semiannual reports have explained that to
include alist of al significant unimplemented recommendationsin this
report would be duplicative, costly, unwieldy, and of limited value to the
Congress. Any list would have meaning only if explanations detailed
whether adequate progress is being made to implement each agreed-upon
corrective action. Also, asthis semiannual report is being prepared,
management isin the process of updating the Department’s Audit
Tracking System as of March 31, 1998, based on semiannual status
reports due from the bureausin mid-April. An accurate database is
therefore not available to the OI G for reference here. However,
additional information on the status of any audit recommendations may
be obtained through the OI G’ s Office of Audits.
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Sections 5(a)(5) and 6(b)(2): Information or
Assistance Refused

These sections require asummary of each report to the Secretary
when access, information, or assistance has been unreasonably refused or
not provided. There were no such instances during this semiannual
period, and no reports to the Secretary.

Section 5(a)(10): Prior Audit Reports Unresolved

This section requires a summary of each audit report issued before
the commencement of the reporting period for which no management
decision has been made by the end of the reporting period (including the
date and title of each such report), an explanation of the reasons such
management decision has not been made, and a statement concerning the
desired timetable for achieving a management decision on each such
report.

Asof March 31, 1998, 10 financial assistance audit and 3 preaward
contract audits were in this category, as discussed below.

Financial Assistance Audits

The 10 unresolved audits relate to financial assistance awards made
by EDA (1), NOAA (1), and NIST (8). Audit resolution proposals have
been submitted in responseto al the final audit reports; however, OIG
and the bureaus were not able to resolve the reports on atimely basis.
Additional details are presented on pages 22, 49, and 64.

Preaward Contract Audits

The Department’ s Audit Tracking System recorded three preaward
contract audits unresolved in excess of six months. The audits, based on
DCAA reviews of contract proposals, are resolved when a contracting
officer takesfinal action on the pending procurement, such as awarding a
contract or issuing a contract modification.

The unresolved preaward contract audits to be reported are listed
below.

! ARA-08350-6-0082, August 6, 1996
OCA-08350-7-0025, June 13, 1997
OCA-08350-7-0030, August 14, 1997
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Section 5(a)(11): Significant Revised
Management Decisions

This section requires a description and explanation of the reasons for
any significant revised management decision made during the reporting
period. Department Administrative Order 213-5, “ Audit Resolution and
Follow-up,” provides procedures for revision of a management decision.
For performance audits, the OlG must be consulted and must approve, in
advance, any modification to an audit action plan. For financial
assistance audits, the OIG must concur with any decision that would
change the audit resolution proposal in response to an appeal by the
recipient.

During the reporting period, five modifications were submitted to the
OIG for review. None of the modifications involved issues with current
significance, and the OIG concurred with the proposed adjustments.

The decisions issued on the four appeal s of audit-related debts were
finalized with the full participation and concurrence of the OIG.

Section 5(a)(12): Significant Management
Decisions with Which the OIG Disagreed

This section requires information concerning any significant
manage-ment decision with which the Inspector General isin
disagreement.

Department Administrative Order 213-5 provides procedures for the
elevation of unresolved audit recommendationsto higher levels of
Department and Ol G management, including an Audit Resolution
Council. During this period, one audit issue was referred to the Deputy
Secretary (see page 37).
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Audit
Statistical Highlights

Questioned costs this period .............coeeviiiiiiiiiiiiiiiiiiiiiinn. $2,600,928
Value of audit recommendations made

this period that funds be put to better use ...........cccccceeee. $8,571,588
Value of audit recommendations agreed

to this period by management ..............ceevveeiiiiiiiiiinnenn. $2,348,787

Investigative
Statistical Highlights

AATTESES e e et e e e e e e enaraans 1
Indictments and INfOrMAatioNS ...........occveveiiiiiie e 5
(070] 01V To1 (o] < J TP UTUUUPPURPPPPN 1
Personnel aCtioNS® ..........ccvviiiiiiiiee e 24
Administrative aCtioNS*™ ... 10

Fines, restitutions, judgments, and other civil

and administrative rECOVEIES .........vvvvvveieeieie e,

* Includes removals, suspensions, reprimands, demotions, reassignments, and resignations

or retirements in lieu of adverse action.

** Includes actions to recover funds, new procedures, and policy changes that result from

investigations.

$3,152,245

Allegations Processed
by OIG Investigators

Evaluated but not accepted for

agencies.

OIG HOTLINE
Telephone: (202) 482-2495 or (800) 424-5197
Internet E-Mail:  oighotline@doc.gov

Accepted for investigation......................
Referred to operating units .....................

investigation or referral ............cccccceeeunnnn.

In addition, numerous other allegations and complaints were
forwarded to the appropriate federal and nonfederal investigative
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TABLES PAGE
1. Audits with Questioned Costs 83
2. Audits with Recommendations That Funds Be Put to Better Use 84
3. Preaward Contract Audits with Recommendations That Funds Be Put to Better Use 85
4. Postaward Contract Audits with Questioned Costs 86
APPENDIXES
A. Office of Inspector General Reports 87
A-1. Performance Audits 87
A-2. Inspections 88
A-3. Financial Statements Audits 89
A-4. Financial Assistance Audits 90
B. Processed Reports 92
B-1. Processed Financial Assistance Audits 93
DEFINITIONS

The term questioned cost refers to a cost that is questioned by the OIG because of (1) an alleged violation of a
provision of a law, regulation, contract, grant, cooperative agreement, or other agreement or document governing the
expenditure of funds; (2) a finding that, at the time of the audit, such cost is not supported by adequate documentation;
or (3) a finding that an expenditure of funds for the intended purpose is unnecessary or unreasonable.

The term unsupported cost refers to a cost that, at the time of the audit, is not supported by adequate documentation.
Questioned costs include unsupported costs.

The term recommendation that funds be put to better use refers to a recommendation by the OIG that funds could
be used more efficiently if Commerce management took action to implement and complete the recommendation,
including (1) reductions in outlays; (2) deobligation of funds from programs or operations; (3) withdrawal of interest
subsidy costs on loans or loan guarantees, insurance, or bonds; (4) costs not incurred by implementing recommended
improvements related to Commerce, a contractor, or a grantee; (5) avoidance of unnecessary expenditures identified in
preaward reviews of contracts or grant agreements; or (6) any other savings that are specifically identified.

The term management decision refers to management’ s evaluation of the findings and recommendations included in
the audit report and the issuance of a final decision by management concerning its response.
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Table 1. Audits with Questioned Costs
Questioned |[Unsupported
Report Category Number Costs Costs
A. Reports for which no management decision had been
made by the commencement of the reporting period 42 $10,002,583 $1,606,366
B. Reports issued during the reporting period 27 2,600,928 853,910
Total reports (A+B) requiring a management decision
during the reporting period 69 12,603,511 2,460,276
C. Reports for which a management decision was made
during the reporting period 34 3,079,808 883,699
i. Value of disallowed costs 1,591,589 467,549
ii. Value of costs not disallowed 1,488,219 416,150
D. Reports for which no management decision had been
made by the end of the reporting period 35 $9,523,703 $1,576,577
Notes and Explanations:
In Category C, lines i and ii do not always equal the total on line C since resolution may result in values greater
than the original recommendations.
Five audit reports included in this table are also included in the reports with recommendations that funds be
put to better use (see Table 2). However, the dollar amounts do not overlap.
No postaward contract audits are included in this table; instead, any such audits are listed in Table 4.
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Table 2: Audits with Recommendations
That Funds Be Put to Better Use

Report Category Number Value
A. Reports for which no management decision had been made by the
commencement of the reporting period 6 $46,697,819
B. Reports issued during the reporting period 5 8,571,588
Total reports (A+B) requiring a management decision during the
reporting period 11 55,269,407
C. Reports for which a management decision was made during the
reporting period 6 46,697,819
i. Value of recommendations agreed to by management 757,198
ii. Value of recommendations not agreed to by management 45,940,621

D. Reports for which no management decision had been made by the
end of the reporting period 5 $8,571,588

Notes and Explanations:

In Category C, lines i and ii do not always equal the total on line C since resolution may result in values greater
than the original recommendations.

Five audit reports included in this table are also included in the reports with recommendations that funds be
put to better use (see Table 1). However, the dollar amounts do not overlap.

No postaward contract audits are included in this table; instead, any such audits are listed in Table 3.
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Table 3: Preaward Contract Audits with Recommendations
That Funds Be Put to Better Use

Report Category Number Value

A. Reports for which no management decision had been made by the
commencement of the reporting period 4 $1,062,459

B. Reports issued during the reporting period — —

Total reports (A+B) requiring a management decision during the
reporting period 4 1,062,459

C. Reports for which a management decision was made during the
reporting period 1 525,119

i. Value of recommendations agreed to by management —

ii. Value of recommendations not agreed to by management —

iii. Value of reports on proposals that were not awarded contract 525,119

D. Reports for which no management decision had been made by the
end of the reporting period 3 $537,340

Notes and Explanations:
Preaward audits of contracts include results of audits performed for the OIG by other agencies.

When there are multiple proposals for the same contract, we report only the proposal with the lowest dollar value
for funds to be put to better use; however, in Category C, lines i-ii, we report the value of the awarded contract.

In Category C, lines i-iii do not always equal the total on line C since resolution may result in values greater
than the original recommendations.
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Table 4: Postaward Contract Audits
with Questioned Costs

Report Category

Number

Questioned
Costs

Unsupported
Costs

A. Reports for which no management decision had been
made by the commencement of the reporting period

B. Reports issued during the reporting period

Total reports (A+B) requiring a management decision
during the reporting period

C. Reports for which a management decision was made
during the reporting period

i. Value of disallowed costs

ii. Value of costs not disallowed

D. Reports for which no management decision had been
made by the end of the reporting period

Notes and Explanations:

In Category C, lines i and ii do not always equal the total on line C since resolution may result in values greater

than the original recommendations.
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Appendix A. Office of Inspector General Reports

Administration

Environmental Protection Agency

Type Number Appendix
Performance Audits 6 A-1
Inspections 6 A-2
Financial Statements Audits 16 A-3
Financial Assistance Audits 24 A-4
Total 52
Appendix A-1. Performance Audits
Funds to Be
Put to Better
Agency Subject Number Date Use
Economics and 2000 Decennial Census: Address-Building ESD-9608-8-0001 03/98 _
Statistics Program May Become More Complex,
Administration Costly, and Counterproductive
Atlanta Bankcard Purchases Need Improved | ATL-10316-8-0001 03/98 —
Internal Controls
International Trade Trade Events: Improvements Needed in IAD-9714-8-0001 03/98 —
Administration Planning and Management
National Oceanic NMFS Laboratory Structure Should Be STL-8982-8-0001 11/97 $6,028,000
and Atmospheric Streamlined
Administration
NOAA/EPA Interagency Agreements for STL-10140-8-0001 02/98 —
Support of Ongoing Superfund Activities -
FY 1995 and FY 1996
Technology FY 1997 Superfund Charges to the EDD-10268-8-0001 02/98 —
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Appendix A-2. Inspections
Funds to Be
Put to Better
Agency Subject Number Date Use
Economics and Headquarters Information Processing OSE-10034 11/97 —
Statistics Systems for the 2000 Decennial Census
Administration Require Technical and Management Plans
and Procedures
Minority Business Use of Cooperative Agreements Will IPE-10309 03/98 —
Development Agency | Improve Management and Oversight of the
Minority Business Opportunity Committee
Program
National Oceanic Coastal Zone Management and National IPE-9044 12/97 —
and Atmospheric Estuarine Research Reserve System
Administration Programs Require Management Attention to
Increase Effectiveness
NWS’ s Verification System for Severe and IPE-9255 01/98 —
Hazardous Weather Forecasting Needs
Modernization
Patent and Inadequate Contractor Transition Risks OSE-10084 12/97 —
Trademark Office Increased System Cost and Delays
PTO Needs to Refine Its Space IPE-9724 03/98 —
Consolidation Planning
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Appendix A-3. Financial Statements Audits

Funds to Be
Put to Better

Agency Subject Number Date Use
Bureau of Export Financial Statements for FY 1997 FSC-9859-8-0001 03/98 —
Administration
Economic Financial Statements for FY 1997 FSC-9861-8-0001 03/98
Development —
Administration
Economics and BEA’' s and ESA’ s Consolidated Financial FSC-10113-8-0001 03/98 —
Statistics Statements for FY 1997
Administration

Census’' Financial Statements for FY 1997 FSC-9860-8-0001 03/98 —
International Trade Financial Statements for FY 1997 FSC-9862-8-0001 03/98 —
Administration
Minority Business Financial Statements for FY 1997 FSC-9863-8-0001 03/98 —
Development Agency
National Oceanic Financial Statements for FY 1997 FSC-9865-8-0001 03/98 —
and Atmospheric
Administration
National Financial Statements for FY 1997 FSC-9866-8-0001 03/98 —
Telecommunications
and Information
Administration
Office of the Office of Computer Services FSD-10021-8-0001 02/98 —
Secretary General Controls
General Administration’ s Franchise Fund's FSD-10240-8-0001 02/98 —
Financial Statements as of Sept. 30, 1997
Department of Commerce’ s Consolidated FSD-9753-8-0001 03/98 —
Financial Statements for FY 1997
General Administration’ s WCF and S&E FSD-9754-8-0001 03/98 —
Financial Statements as of Sept. 30, 1997
Patent and Financial Statements as of Sept. 30, 1997 FSD-9755-8-0001 03/98 —
Trademark Office and 1996
Technology TA' s Financial Statements for FY 1997 FSC-9868-8-0001 03/98 —
Administration
NIST’ s Financial Statements for FY 1997 FSC-9864-8-0001 03/98 —
NTIS’ s Financial Statements for FY 1997 FSC-9867-8-0001 03/98 —
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Tables and Appendices

Appendix A-4. Financial Assistance Audits

Funds to
Questioned |Unsupported| Be Put to
Agency Auditee Number | Date Costs Costs Better Use
Economic Clearwater Economic STL-9830- 02/98 $3,055 — $12,327
Development Development Association, ID | 8-0001
Administration
City of Pattonsburg, MO DEN-9651- | 02/98 143,159 $99,740 —
8-0001
City of Gloucester, MA ATL-10253- | 03/98 12,500 — 629,310
8-0001
International Trade | International Environmental ATL-10082- | 03/98 105,049 — 352,951
Administration Business and Technology 8-0001
Institute, Inc., MA
National Oceanic Massachusetts Coastal Zone | ATL-10278- | 03/98 25,393 — —
and Atmospheric Management Office 8-0001
Administration
West Virginia High ATL-9259- 03/98 — — —
Technology Consortium 8-0001
National Association of Bay Area STL-9491- 11/97 69,078 7,094 —
Telecommunications | Governments, CA 8-0001
and Information
Administration HandsNet, Inc., CA STL-10522- | 03/98 — — —
8-0001
Technology Physical Optics DEN-10129- | 10/97 — — —
Administration - NIST| Corporation, CA 8-0001
Reliable Software DEN-10128-| 10/97 — — —
Technologies, VA 8-0001
Rhode Island Manufacturing DEN-10070-| 10/97 — — —
Extension Services 8-0001
WestCAMP, Inc., UT DEN-9945- | 10/97 — — —
8-0001
Industry Network DEN-9555- | 12/97 28,047 9,058 —
Corporation, NM 8-0001
Florida Manufacturing DEN-9365- | 01/98 106,552 104,763 —
Extension Partnership 8-0001

Note: The questioned costs and unsupported costs include only the federal share of the total questioned and unsupported costs cited in the reports.

90

Commerce IG Semiannual Report

March 1998




Tables and Appendices

Appendix A-4. Financial Assistance Audits — Continued
Funds to
Questioned [Unsupported| Be Put to
Agency Auditee Number | Date Costs Costs Better Use
Technology Manufacturing Extension DEN-10116-| 01/98 — — —
Administration - NIST | Partnership of New 8-0001
Hampshire, Inc.
Arkansas Science and DEN-9556- | 02/98 358,596 358,596 —
Technology Authority 8-0001
Montana State University DEN-9858- | 02/98 30,373 — —
8-0001
New Jersey Manufacturing DEN-10061-| 02/98 186,944 186,944 —
Extension Program, Inc. 8-0001
Wisconsin Center for DEN-9641- | 02/98 — — —
Manufacturing and 8-0001
Productivity, Inc.
A.L. Philpott Manufacturing DEN-10071-| 03/98 62,630 62,630 —
Center, VA 8-0001
Cubicon Corporation, CA DEN-8970- | 03/98 103,008 17,252 1,400,000
8-0001
Deltronic Crystal Industries, DEN-10130- | 03/98 1,538 1,538 —
Inc., NJ 8-0001
Maine Science and DEN-9957- | 03/98 31,186 — —
Technology Foundation 8-0001
SDL, Inc., CA DEN-10131-| 03/98 — — —
8-0001
Note: The questioned costs and unsupported costs include only the federal share of the total questioned and unsupported costs cited in the reports.
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Appendix B. Processed Reports

The Office of Inspector General reviewed and accepted 264 financial assistance

audit reports prepared by independent public accountants and local, state, and other

federal auditors. The reports processed with questioned costs, recommendations
that funds be put to better use, and/or nonfinancial recommendations are listed in

Appendix B-1.
OMB A-128
and A-133
Agency Audits
Economic Development Administration 88
International Trade Administration 6
Minority Business Development Agency 1
National Oceanic and Atmospheric Administration 14
Technology Administration 19
National Institute of Standards and Technology * 53
Multi-Agency 26
Agency Not Identified 57
Total 264

* Includes ATP program-specific audits.
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Tables and Appendices

Appendix B-1. Processed Financial Assistance Audits

Funds to
Questioned |Unsupported| Be Putto
Agency Auditee Number |Date| Costs Costs | Better Use
Economic Georgia Mountains Regional |ATL-9999-8-0942 | 10/97 $399,136 — —
Development Development Center
Administration
Bonneville County, ID ATL-9999-8-0243 | 03/98 6,913 — —
National Oceanic | State of Idaho ATL-9999-8-0046 | 12/97 25,000 — —
and Atmospheric
Administration Woods Hole Oceanographic  |ATL-9999-8-0250 | 03/98 21,339 — —
Institution, MA
Technology Soane BioSciences, Inc., GA |ATL-9999-8-0011 | 03/98 2,319 — $3,204
Administration -
NIST Westinghouse Electric ATL-9999-8-0019 | 03/98 16,845 — —
Corporation, FL
Micron Optics, Inc., GA ATL-9999-8-0020 | 03/98 — — —
Caterpillar Inc., IL ATL-9999-8-0023 | 03/98 3,091 $3,091 —
The Ingersoll Milling ATL-9999-8-0025 | 03/98 457,975 — —
Machine Company, IL
Intelligent Automation ATL-9999-8-0033 | 03/98 98,244 — —
Systems, Inc., MA
Norton Diamond Film, MA ATL-9999-8-0035 | 03/98 13,620 — —
Chrysler Corporation, Ml ATL-9999-8-0039 | 03/98 — — —
Ford Motor Company, Ml ATL-9999-8-0040 | 03/98 — — —
General Motors Corp., Ml ATL-9999-8-0041 | 03/98 — — —
International Business ATL-9999-8-0045 | 03/98 — — —

Machines Corporation, NC

Sunquest Information ATL-9999-8-0050 | 03/98 228,332 — —
Systems, Inc., PA

International Business ATL-9999-8-0052 | 03/98 — — —
Machines Corporation, NY

Advanced Product ATL-9999-8-0077 | 03/98 61,006 — —
Development, Inc., PA

Note: The questioned costs and unsupported costs include only the federal share of the total questioned and unsupported costs cited in the reports.
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Definitions of OIG Reviews and
Financial Statements Audit Terms

OIG Reviews

Audits

Performance Audits— These audits|ook at the
efficiency, effectiveness, and economy of the
Department’ sprograms, activities, and information
technology systems. They may check aunit’'s
compliancewith lawsand regulations, and evaluate
itssuccessin achieving program objectives.

Financial-Related Audits— Theseauditsreview
the Department’ s contracts, grants, cooperative
agreements, loans, and loan guaranties. They assess
compliancewith laws, regulations, and award terms;
adequacy of accounting systemsand internal con-
trols; allowance of costs; and the degreetowhicha
project achieved theintended results.

Financial Statements Audits— The CFO Act, as
amended by GMRA, requiresfederal agenciesto
prepare annual financial statementsand to subject
themto audit. The OIG isresponsible for conduct-
ing these auditsand reporting the resultsto the
Secretary.

I ngpections

Operational Inspections— These are reviews of
an activity, unit, or office, or acontractor or organi-
zation that receives funds from the Department.
They focus on an organization, not awhole pro-
gram, and are designed to give agency managers
timely information about operations, including
current and foreseeabl e problems.

Program Evaluations— Thesearein-depth
reviews of specific management issues, policies, or
programs.

Systems Evaluations— These are reviews of sys-
tem devel opment, acquisition, operations, and policy
in order to improve efficiency and effectiveness.
They focus on Department-wide computer systems
and other technol ogiesand addressall project
phases, including business processreengineering,
system definition, system devel opment, deployment,
operations, and maintenance.

Financial Statements Audit Terms

Overview — Thisrequired component of financial
statementsisto provideaclear, concise description
of the entity’ sprograms, activities, and results. It
containsthe entity’ s performance measures and
servesasalink between the statements and the
requirementsof GPRA.

Trend Analysis— Thisanalysisof performance
datafrom multiple yearsallows conclusionsto be
drawn about an entity’ sprogressover timein
improvingitsresults. Tofacilitatethisanaysis, the
entity should present datafrom several prior years,
projected datafor thefollowing year, and a
comparison of actual versustargeted performance.

Unqualified Opinion — Thefinancial statements
present fairly, inall material aspects, theentity’s
financial position and resultsof operations.

Qualified Opinion — Except for the effects of the
matter(s) to which the qualification relates, the
financial statements present fairly, inall materia
respects, the entity’ sfinancial position and results of
operations.

Adver se Opinion — Thefinancia statementsdo
not present fairly the entity’ sfinancial position or
resultsof operations.

Disclaimer of Opinion — The auditor does not
express an opinion on thefinancial statements.
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Glossary of Abbreviations

5[ I P PRRSTRN Antidumping/Countervailing Duty
Y S Automated Patent System
AWIPS ...ttt re b e e nre e Advanced Weather I nteractive Processing System
2SS Bureau of Economic Analysis
2 Bureau of Export Administration
L0 1Y S T Commerce Administrative Management System
L O LSO T PSP RT O SUPURPRRO Chief Financial Officer
(1 SRS Capital Improvements Facilities Program
L S certified public accounting
O USSR Coastal Zone Management
I SRR Economic Development Administration
SRS Environmental Protection Agency
B e e Economicsand Statistics Administration
SR Federal Communications Commission
GIMIRA bbb bbb bbb R b b e b e b e nheenreenreenree s Government Management Reform Act
L S Government Performance and Results Act
GO ettt h R R h R R e R R bt bR E e n b e s General ServicesAdministration
S Import Administration
ST P PRSP URTUTSTURPRPRRIN International Trade Administration
S0 S Key Decision Point-4
Y TSP TP PP SV PT PR PPPRURPRRION Master AddressFile
Y] = S Minority Business Development Agency
IMEEP ettt et e R bRt e e e b nRe e e Eenrenne e e e e Manufacturing Extension Partnership
1Y 210 S Minority Business Opportunity Committee
N 3R National Estuarine Research Reserve System
NEXRAD ...ttt sttt sttt et st sae et e b e b e e ae et e s be s beeae e tesbesReene e benreereeneenrenreas Next Generation Weather Radar
N PR National Institute of Standardsand Technology
N S National Marine Fisheries Service
NOAA e et re et st re e e nrenre s National Oceanic and Atmospheric Administration
N S National Telecommunicationsand Information Administration
NTIS ettt b E et b bbbt r b a e r e National Technical Information Service
N T SRS PRSPRN Nationa Weather Service
OCRM ..ttt sttt ae b e ne et nne s Office of Ocean and Coastal Resource M anagement
L Office of Computer Services
L Office of Inspector Genera
L 11 S Office of Management and Budget
L S Officeof Spectrum Management
O S Patent and Trademark Office
T PSP revolving loanfund
S T Saariesand Expenses Fund
SDM et e E et b nRe et e Eenbeene et steereeneenrenre s System Devel opment and Maintenance
17 RS Technology Administration
L1 LTSRS Trade Devel opment
LIS TS Trade Events Management System
LS 0 PSSP U.S. and Foreign Commercia Service
LT Working Capital Fund
LT T TSRS T O P PP TSUPPRPR weather forecast office
R 72 OO TRP Year 2000
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Office of Inspector General
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